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Introduction

Module 1: Introduction to
Federal Benefits

Objectives:
. Outline course objectives.
F—E’ﬁ . Identify student expectations.
—— . Introduce the course content.
. Identify key Federal benefits questions
participants should ask when planning for
retirement.

Module 1
©Graduate School, USDA 2001 1



Introduction

Course Expectations:

—
FERS

Course Overview:

What do you expect to learn from this course?
In the space below, list specific questions you
have about retirement or specific topics you
would like to discuss during this course.

This course is designed to give participants the
knowledge, materials, and tools necessary to plan
a successful retirement. Topics covered in the
course include: Federal retirement benefits,
financial planning, estate planning, Thrift Savings
Plan options, tax and legal issues surrounding
retirement, Social Security benefits, life and health
planning. Your Federal retirement benefits are
covered in this participant guide. You should also
receive a companion book titled, “Retirement
Planning Guide” which covers other retirement
planning topics.

Module 1
©Graduate School, USDA 2001



Introduction

Course

Objectives: This Pre-Retirement Planning course will provide you with the
tools and information necessary to make informed decisions
regarding your retirement. In particular, you will be able to:

. Determine when you are eligible to retire;

. Explain how refunded service, non-deduction service
and military service is credited for retirement
purposes;

. Compute basic annuity estimates;

. Explain the major steps involved in the retirement
application process;

. Identify appropriate forms & documents that are used
to process your application for retirement;

. Identify resources to answer your benefits questions
after retirement;

. Determine whether you can continue health benefits
and life insurance benefits into retirement;

. Identify what benefits will be payable to your survivors
upon your death;

. Determine whether you will be entitled to receive
Social Security benefits;

. Identify your options for withdrawing Thrift Savings
Plan (TSP) funds;

. Identify tax implications of your Federal retirement
benefits.

Module 1
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Introduction

Contemplating

Retirement: Retirement is a time for reflection, rest, and enjoyment.
A rewarding retirement doesn’t just happen, it takes
careful planning.

Retirement will be one of the most challenging
transitions in your life. In fact, psychologists say that
most people’s lives are divided into three parts. The first
involves education, courtship, & marriage; the second
involves raising a family, earning a living, and building
a nest egg for the future; and the third is retirement.

Retirement involves a continuation of personal interests
and activities, but the key to a successful retirement is
preparation. You will want to determine where you
want to spend your time, where you want to live, how
you will allocate your finances, what relationships you
will nurture, and whether or not you might like to try
another career or some other form of work.

Most people overlook critical aspects of retirement
planning. Hopefully, this course will prepare you to be
financially and emotionally ready for a happy and
healthy retirement. With proper planning, you will make
informed decisions about your retirement, which will
prepare you for the best years of your life.

Module 1
©Graduate School, USDA 2001 4



Introduction

Retirement: How
Do I Make It

Work for Me?

transition to be successful.

sEss

Start your PLANNING immediately, no matter when you are
going to actually retire. Set a date in your mind.

RESEARCH your options. Don’t rely on what friends,
coworkers, or relatives tell you. Check with experts in their

relative fields.

Continually ORGANIZE and maintain current records of your
important papers.

ACCEPT new information. Develop a new appreciation for
information that might be beneficial to you.

COMMUNICATE on an on-going basis with your spouse,
family, or anyone affected by your retirement.

Maximize your THRIFT SAVINGS PLAN contributions as soon
as possible.

INQUIRE whenever you hear about changes affecting your
retirement.

VISUALIZE your retirement goals often.

ESTABLISH a plan and update it yearly.

Module 1
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The key to a successful retirement is planning, but there
is even more to it than that. You need to take a
PROACTIVE approach to your retirement if you want the




Introduction

An Overview

A
of the FERS: FERS

Employees Retirement System

Federal Employees Retirement System

Three-Tiered Benefit Plan
1. Defined Benefit Retirement System [Administered by OPM];

2. Thrift Savings Plan Defined Contribution System [Administered by
Federal Retirement Thrift Investment Board]

3. Social Security Benefits
[Administered by Social Security Administration

. In 2001, employees will contribute 0.8%%* of basic pay to the retirement fund,
and 6.2% of basic pay to OASDI taxes. (special categories of employees
contribute more to the retirement fund).

*P. L. 106-346, signed by the President on October 23, 2000, reverted the
CSRS and FERS withholding rates for all employees, other than Members
of Congress, to those rates that were in effect before 1999. The new lower

rates became effective on the first day of the first pay period after January
1, 2001.

Module 1
©Graduate School, USDA 2001 6



Introduction

Your Retirement

Questions: Many of the answers to your retirement questions will be
covered in this course. But your learning will not stop
here. In fact, you probably will have more questions or
specific information that you will want to investigate
further when you leave. You may need answers from the
benefits officer in your agency’s personnel office, the
Social Security Administration, the Office of Personnel

o Management, or the Federal Thrift Savings Investment

Board. We have created a page at the end of each

FERS module in this participant guide for you to record your

T — questions and their answers as they come up during the
course.

General Retirement Questions:

Questions/Comments Answers

Module 1
©Graduate School, USDA 2001 7



Retirement Eligibility

Module 2: Retirement Eligibility

Objectives:
et e . Identify the types of retirements available
FERS under FERS;
. Determine when you are eligible to retire
. Using the MRA chart, identify your
“Minimum Retirement Age” under FERS;
. Determine your optimum retirement date;
Module 2

©Graduate School, USDA 2001 8



Retirement Eligibility

Retirement
Eligibility
Key Questions: Initially, when considering your retirement options,
two key questions you may have are:
¢ . . . .
FERS 1. “When will I be eligible to retire?” and
2. “When is the best time for me to
retire?”
When you can retire depends upon:
L= Your retirement system (CSRS or FERS);
L= Your total years of creditable service (verify
that your service computation date for
retirement is correct); and,
(= The age at which you become eligible to
retire.
Module 2
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Retirement Eligibility

FERS Retirement
Eligibility:

-, .
FERS

There are two minimum eligibility requirements that
employees must meet to retire under FERS. An
employee must:

1. Have five years of civilian service; and,
2. Be serving in a position covered under FERS at
retirement.

In addition to meeting the minimum requirements, an
employee must also meet certain age and service
requirements to retire under FERS. The chart on the
following page highlights the age and service
requirements, as well as any special requirements that
must be met to retire under FERS.

Module 2
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Retirement Eligibility

 FERS

placed in any vacant
position in agency

Ty.pes o Age Service Sl?ecml Other Considerations
Retirement Requirements
MRA 30
Voluntary (.No Age 60 20 None None
Reduction)
62 5
MRA + 10 None (However, the Annuity will be reduced by
(Voluntary) MRA 10 retiree must meet the 5 5/12 of 1% for each full
Age Re duc?i'on year minimum civilian month the employee is under
£ service requirement) age 62 (5% per year).'
50 20 Early Out” - Maj.or RIF, Under FERS, there is no age
. Transfer Function or . .
Early Optional L reduction for being under
Any 25 Reorganization must be ace 552
Age granted by OPM. &
Employee must not
50 20 i
Discontinued decline a reasppable Under FERS, there is no age
. offer of a position. . .
Service . reduction for being under
(Involuntary) An Separation must not be age 55 (See footnote 2)
A y 25 for misconduct or )
ge delinquency.
. . s 20 years i
Special Provision A Mandatory Retirement for
Retirement (Law 50 ‘l“athm l\fr?StriCrz?plifgisi-}lfiiﬁs Law Enforcement Officers is
Enforcement Ames osiion breyfore movin age S7.
Officer, Any tIc)) a seconda ositio rg1 Mandatary Retirement for
Firefighter Age P ) Firefighter is age 55.°
Disabled for current
e glers osition and cannot be | Must also apply for disability
Disajility Any Age | 18 Mo. | P

benefits from Social Security.

'Under the MRA + 10 provision, an employee can elect to post pone the commencing
date of the annuity to lessen or completely eliminate the age reduction.

*A FERS retiree who has a portion of his or her annuity subject to CRS rules will have
the 2% age reduction applied to the CSRS component, if the individual is under age 55.

*Exemptions for mandatory retirements under the special provisions can be granted by
the agency under certain circumstances.

Module 2
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Retirement Eligibility

R'::'iI::;:fl ¢ Age Service Requirements Other Considerations
62 5 With the MRA + 10 deferred
option, the annuity is
Must have left reduced by 5/12 of 1% for
Deferred MRA 10 retirement contributions each f.ull month the
in the fund emplkcl)yee is u;llder age 62 at
) the time the annuity
MRA 30 commences
60 20
FERS Minimum

Retirement Age:

The Minimum Retirement Age (MRA) applies to FERS
employees. The MRA is the earliest age that an employee
can retire voluntarily with 30 years of creditable service
without any reduction for age. The MRA ranges between
ages 55 and 57 and depends on the employee's year of

birth.

If you are a FERS employee, refer to the table on the
following page to determine your MRA.

Module 2

©Graduate School, USDA 2001
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Retirement Eligibility

FERS Minimum
Retirement Age:

If you were born: Your MRA is:
F—E’ﬁ Before 1948 55
- in 1948 55 and 2 months
in 1949 55 and 4 months
in 1950 55 and 6 months
in 1951 55 and 8 months
in 1952 55 and 10 months
from 1953 to 1964 56
in 1965 56 and 2 months
in 1966 56 and 4 months
in 1967 56 and 6 months
in 1968 56 and 8 months
in 1969 56 and 10 months
1970 and after 57

To receive an unreduced annuity at your MRA, you must
have 30 years of service; however, you may retire with as
little as 10 years of service (S years must be civilian
service) and receive a reduced annuity. The annuity is
reduced by 5% per year for each year you are under age
62 when you retire.

If you retire under the MRA + 10 retirement provision,
you can choose to postpone receiving your annuity until
a future date to lessen the age reduction. If you
postpone receiving the annuity until age 62, you will not
receive an age reduction in the annuity.

Module 2
©Graduate School, USDA 2001 13



Retirement Eligibility

“How will I know when Y, S
my retirement date will be?’ FERS

Determining Retirement Date for FERS Employees:

Mary was born 5/4/65. She is retiring under FERS and her
Service Computation Date for retirement is 6/20/88. When is
her earliest optional retirement opportunity with no age
reduction under FERS?

5/4/65 (Date of birth
+ 56 & 2 months (Mary’s MRA - born in 1965))
7/3/2021 (The date Mary reaches her MRA)
6/20/88 (Service Computation Date)
+ 30 (Years of service needed at MRA)
6/20/2018 (Date Mary acquires 30 years of
service)

Mary attains the age and service requirements to retire
voluntarily with no age reduction [age 56 and 2 months with
33 years and 1 month of service] on 7/03/2021.

Module 2
©Graduate School, USDA 2001 14



Retirement Eligibility

Selecting Your
Retirement Date: Once you determine when you will meet all of the
requirements and are officially eligible for retirement,
you will need to establish the date that you plan to
retire. The actual date of retirement has several
F_E’ﬁ implications that should be considered, such as:

. How does my retirement system (CSRS or
FERS) impact the specific retirement date
that I choose?

. How will the specific retirement date that I
select determine when my annuity will
begin?

. How does my retirement date impact the

lump sum payment of my annual leave?

Upon completion of this course, you will learn about
other factors to consider, such as:

. Can I afford to retire?

. How will my benefit be computed?

Will I be able to continue my health benefits
and life insurance when I retire?

Will I still be able to maintain the kind of
lifestyle I would like to have when I retire?

What kind of benefits can I provide for my
family upon my death?

Module 2
©Graduate School, USDA 2001 15



Retirement Eligibility

Retirement Eligibility
Questions:

—
FERS

Questions/Comments Answers

Module 2
©Graduate School, USDA 2001 16



Computing Annuity Estimates

Module 3: Annuity Computations

Objectives:
F_ERR_S . Define “creditable service under FERS;”
1. Compute your “service computation date;”
2. Define High-3 Average Salary;
3. Explain how the basic annuity is
computed under FERS;
4. Identify the types of adjustments that can
be applied to annuities under FERS;
5. Define Cost of Living Adjustments (COLAs)
and explain how they are applied.
Module 3
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Computing Annuity Estimates

Factors Which
Determine the
Annual Annuity:

—
FERS

Creditable
Civilian Service:

Module 3

The amount of an annuity is determined by an
employee's:

o Total Length of Creditable Service; and,
° High-3 Average Salary

Since length of service is one of the factors used in the
computation of an annuity, it is very important to check
with your Personnel Office to make sure that your
Official Personnel Folder (OPF) contains all of your
service--both civilian and military. You should verify
your service well in advance of your retirement date.

To determine total length of service for annuity
computation purposes add together:

1. creditable civilian service;
2. creditable military service;

3. unused sick leave credit*

(creditable service only for employees who
transferred to FERS and limited to the lower of
1. Sick leave available at time of transfer or

2. Sick leave at time of retirement )

The table on the following page shows a sample of a
length of service computation.

©Graduate School, USDA 2001 18



Computing Annuity Estimates

Creditable
Civilian Service:
Type of Service Number of Years N;In;z:ll;:f Nurl;l:;.: of
Civilian 28 1 3
Military 4 2 6
Total Service 32 years 3 months 9 days

Note:

Creditable Service
under FERS includes:

—
FERS

The FERS annuity in this example will be based on 32 years
and 3 months. Only full years and months are used in the
annuity computation. Days under 30 are dropped.

The amount of time between dates of
appointment and separation;

Leave Without Pay (LWOP) is fully creditable for
up to six months in a calendar year;

Worker’s Compensation time [OWCP]
(administered by the Office of Workers
Compensation Programs), provided the employee
returns to duty within the required time frame;

Part-Time Service (regular tour of duty).
Intermittent service (when actually employed) is
creditable only for actual days or hours worked,

based on a 360 day year;

Breaks in service up to 3 days are fully
creditable.

Module 3
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Computing Annuity Estimates

High-3
Average Salary:
The other factor which is used to determine the basic
annual annuity is the High-3 Average Salary. The High-
3 represents the average of basic pay during the
~ consecutive three-year period when basic pay rates were
FERS the highest during the employee’s Federal career.

The three-year period can occur at any point during an
employee’s career, although it typically occurs during an
employee’s last three years of service prior to retirement.

Module 3
©Graduate School, USDA 2001 20



Computing Annuity Estimates

High-3

Average Salary: For average salary purposes, basic pay includes:

=

—
FERS -

night differential pay for wage grade employees;
environmental differential pay;
locality pay;

premium pay for stand-by time affecting
primarily firefighters;

premium pay for irregular administratively
uncontrolled overtime (AUO);

law enforcement availability pay (LEAP) (also
known as “premium pay”).

The high-3 is usually based on the salary paid (or
basic pay as set by law or regulation) that is subject to
withholdings for FERS retirement purposes. This
means that some other forms of compensation do
not count in the computation of the high-3 average

salary.

Compensation that Does Not Apply to the high-3
includes:

X cash awards and bonuses;

X overtime pay* (see note on the following page);
X military pay;

X holiday pay;

X travel pay outside of the regular tour of duty;

Module 3
©Graduate School, USDA 2001
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Computing Annuity Estimates

X

High-3
Average Salary:

—
FERS

Calculating the
High-3 Average
Salary:

any other special allowances

Note: Effective January 1, 1994, certain overtime
pay for defined “Customs Officers” will be
considered part of basic pay for FERS purposes,
and for other benefits, based on basic pay (i.e.,
FEGLI). In any event, the pay will not exceed 50%
of any statutory annual maximum for such
overtime pay. “Customs Officer” is an individual
performing those functions specified by regulation
by the Secretary of the Treasury for a customs
inspector or canine enforcement officer. This
provision applies only to service performed on or
after January 1, 1994.

When an employee is in a LWOP pay status,
s/he still receives high-3 credit based on the
salary received, generally for up to 6 months per
calendar year.

Under CSRS and FERS, the High-3 Average
Salary is calculated using a “weighted average.”
The “30 Day Month Factor Table” chart should
be used to compute your High-3 Average Salary.

In general, the steps that are used in computing
the High-3 Average Salary are as follows:

Subtract 3 years from the retirement date to
determine the beginning date of the average
salary period (if the high-3 period is during the
last 3 years of service);

Locate the beginning and ending dates of each
period of service during which a pay change
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Computing Annuity Estimates

Calculating High-3
Average Salary:

—
FERS

Note:

occurred (pay changes can include COLA’s,
within-grade increases, and promotions);

Compute the amount of time worked during
each period of service during which pay changes
occurred;

Convert each period of time into a time factor,
using the Time Conversion Chart;

Multiply the time factor for each period of service
by the salary rate for that period of service. The

result will be the actual earnings for each period
of service during the average salary period.

Total all of the earnings and divide the total
amount by 3. The result will equal the High-3
Average Salary.

Most agency personnel offices have computer
programs that can generate average salary
estimates. It is recommended that anyone
planning to retire in the near future should receive
a benefits estimate at least 6 months prior to the
anticipated retirement date.

A sample average salary computation is
presented on the next two pages.
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Computing Annuity Estimates

Average Salary Sample:

Example: James Miller

Salary History:  10-01-98: $27,172
01-03-99: $27,716
07-01-99: $33,218
01-02-2000: $34,580
07-01-2000: $35,733
01-01-2001: $37,019
07-01-2001: $38,213
09-30-2001: $38,213 (Retired)

Steps:

a. Subtract 3 years from the retirement date to determine the

beginning date of the average salary period:

31

2001 09 30

- 03 00 00
98 09 31

(10/1 /98 1sthebegimmimgdateof the=average salary period)

b. Compute the amount of time worked during each period of service
during the average salary period.

C. Convert each period of time into a numerical factor, using the Time
Conversion Chart.

d. Multiply the time factor from "c" for each period of time by the
salary rate for that period of service. The result will be the actual
earnings for that period.

e. Total all of the earnings, including cents. Divide the total earnings
by 3 and round to the nearest dollar to arrive at the high-3 average
salary.
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Computing Annuity Estimates

Average Salary Sample:

2001 9 31 Date of Retirement (Add a day)
Minus (-) 3 0 0o 3 years
Equals (=) 98 9 31 (10-1-98) Beginning Date of the High-3 Period
A = Beginning date of the high-3 period and beginning dates of each pay change
B = The last date at each rate of pay ending with the date of retirement
C = The pay rate in effect as of the date in "A"
D = Total time at rate of pay
E = Time factor for each rate of pay
F = Pay earned at each rate of pay (Cx E )
A B C D E F
From To Annual Total Time Time Pay Earned
Basic Pay Factor
98 10 | 01 99 |01 02 $27,172 0 3 2 .256 $6,956.03
99 |01 03 |99 |06 |30 $27,716 0 S 28 494 $13,691.70
99 |07 |01 00 |01 01 $33,218 0 6 1 .503 $16,708.65
00 |01 02 |00 |06 |30 $34,580 0 S 29 497 $17,186.26
00 |07 |01 00 12 | 31 $35,733 0 6 0 .500 $17,866.50
01 01 01 01 06 | 30 $37,019 0 6 0 .500 $18,509.50
01 07 |01 01 09 | 30 $38,213 0 3 0 .250 $9,553,25
TOTAL = (0) 34 60 3.0 $100,471.89
$ $100.471.89 - 3 = $ $33.490.63
Total Pay Earned High-3 Average Salary
Module 3
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Computing Annuity Estimates

30 Day Month
Factor Table (Time
Conversion Chart): The table below shows the time factors that are
used to compute the high-3 average salary.
Factors for computing total amount for any period of time at given annual rate. (30-day month.
To complete factor place number of full years ahead of decimal point.)
2 3 4 5 6 7 8 9 10
Number 1 day 1 month | months | months | months | months | months | months | months | months | months | 11 months
of days and u and u and u and u and u and u and u and u and u and u and u and u
0 o .083 .167 .250 .333 417 .500 .583 .667 .750 .833 917
1 .003 .086 .169 .253 .336 419 .503 .586 .669 .753 .836 919
2 .006 .089 172 .256 .339 422 .506 .589 .672 .756 .839 .922
3 .008 .092 175 .258 .342 425 .508 .592 .675 .758 .842 .925
4 .011 .094 .178 .261 .344 .428 511 .594 .678 761 .844 .928
5 .014 .097 .181 .264 .347 431 .514 .597 .681 764 .847 .931
6 .017 .100 .183 .267 .350 .433 .517 .600 .683 767 .850 .933
7 .019 .103 .186 .269 .353 .436 .519 .603 .686 .769 .853 .936
8 .022 .106 .189 272 .356 .439 .522 .606 .689 772 .856 .939
9 .025 .108 .192 .275 .358 442 .525 .608 .692 775 .858 942
10 .028 J111 .194 278 .361 .444 .528 .611 .694 778 .861 .944
11 .031 .114 .197 .281 .364 447 .531 .614 .697 781 .864 .947
12 .033 117 .200 .283 .367 .450 .533 .617 .700 .783 .867 .950
13 .036 .119 .203 .286 .369 .453 .536 .619 .703 .786 .869 .953
14 .039 .122 .206 .289 .372 .456 .539 .622 .706 .789 .872 .956
15 .042 .125 .208 .292 375 .458 .542 .625 .708 792 .875 .958
16 .044 .128 211 .294 .378 461 .544 .628 711 794 .878 961
17 .047 .131 214 .297 .381 .464 .547 .631 714 797 .881 .964
18 .050 .133 217 .300 .383 467 .550 .633 717 .800 .883 .967
19 .053 .136 .219 .303 .386 .469 .553 .636 719 .803 .886 .969
20 .056 .139 222 .306 .389 472 .556 .639 722 .806 .889 972
21 .058 .142 .225 .308 .392 475 .558 .642 725 .808 .892 975
22 .061 .144 .228 311 .394 478 .561 .644 728 811 .894 978
23 .064 .147 .231 .314 .397 .481 .564 .647 731 .814 .897 .981
24 .067 .150 .233 317 .400 .483 .567 .650 .733 .817 .900 .983
25 .069 .153 .236 .319 .403 .486 .569 .653 .736 .819 .903 .986
26 .072 .156 .239 .322 .406 .489 572 .656 .739 .822 .906 .989
27 .075 .158 .242 .325 408 .492 .575 .658 742 .825 .908 .992
28 .078 .161 .244 .328 411 .494 .578 .661 744 .828 911 .994
29 .081 .164 .247 .331 414 .497 .581 .664 747 .831 914 .997
FERS Annuity
Computations: The basic FERS formula gives you 1% of your High-3
Average Salary for all your years of creditable service
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Computing Annuity Estimates

under FERS.

If an employee under FERS has at least 20 years of
FERS service and retires at age 62 or older, the annuity is
_— computed using the 1.1% accrual factor multiplied by
the High-3 Average Salary and the years of creditable
service.

Immediate

Annuity

(Unreduced): Under FERS, an employee can retire and receive an
unreduced annuity immediately if s/he meets the
following age requirements:

. Age 62 with 5 or more years of civilian service;

. Age 60 with 20 or more years of service;

. MRA with 30 or more years of service (Refer to
Module 2, Retirement Eligibility, for a discussion
of the MRA).

For employees who retire under Age 62, the FERS

formula is:

1% x High-3 Average Pay x Years & Months of
Service
Refer to the following examples:

Employee:

Age 60

20 yrs. FERS service
High-3 = $30,000

FERS Annual Annuity:

1% x $30,000 = $300 x 20 yrs. = $ 6,000 per year

—
FERS

An even simpler formula under FERS is:

Module 3
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Computing Annuity Estimates

1% x number of years x High 3

Example:

1% x 20 yrs. service x $30,000 = $ 6,000 per year

For employees who are at least Age 62 at their date of
separation, with 20 yrs. of service, including CSRS service if
the FERS annuity includes a CSRS component, the formula
is:

1.1% x High-3 Average Pay x Years & Months of Service

Example:

Age 62
20 yrs. FERS service  Hi-3 = $30,000

Annual Annuity:

1.1% x $30,000 = $330 x 20 yrs.= $ 6,600 per year

The Factor Tables on the following two pages may be used to
compute the basic annuity under FERS.*

*These factor charts are used for FERS service only. FERS retirees who have a CSRS component to their
annuity will have the CSRS service computed using the CSRS factor charts.
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Computing Annui

Estimate

—
FERS

Computation of the Annuity Under the General

Formula Using the FERS 1% Accrual Factor

This chart is used for FERS employees retiring under the age of 62, or if over
62, having less than 20 years of service.

To obtain the basic annuity, multiply the high-3 average salary by the factor indicated under applicable years and months of service. I
Years of 0] 1 2 3 4 5 6 7 8 9 10 11
Service Months Month Months Months Months Months Months Months Months Months Months Months
1 0.010000 0.010833 0.011667 0.012500 0.013333 0.014167 0.015000 0.015833 0.016667 0.017500 0.018333 0.019167
2 0.020000 0.020833 0.021667 0.022500 0.023333 0.024167 0.025000 0.025833 0.026667 0.027500 0.028333 0.029167
3 0.030000 0.030833 0.031667 0.032500 0.033333 0.034167 0.035000 0.035833 0.036667 0.037500 0.038333 0.039167
4 0.040000 0.040833 0.041667 0.042500 0.043333 0.044167 0.045000 0.045833 0.046667 0.047500 0.048333 0.049167
5 0.050000 0.050833 0.051667 0.052500 0.053333 0.054167 0.055000 0.055833 0.056667 0.057500 0.058333 0.059167
6 0.060000 0.060833 0.061667 0.062500 0.063333 0.064167 0.065000 0.065833 0.066667 0.067500 0.068333 0.069167
7 0.070000 0.070833 0.071667 0.072500 0.073333 0.074167 0.075000 0.075833 0.076667 0.077500 0.078333 0.079167
8 0.080000 0.080833 0.081667 0.082500 0.083333 0.084167 0.085000 0.085833 0.086667 0.087500 0.088333 0.089167
9 0.090000 0.090833 0.091667 0.092500 0.093333 0.094167 0.095000 0.095833 0.096667 0.097500 0.098333 0.099167
10 0.100000 0.100833 0.101667 0.102500 0.103333 0.104167 0.105000 0.105833 0.106667 0.107500 0.108333 0.109167
11 0.110000 0.110833 0.111667 0.112500 0.113333 0.114167 0.115000 0.115833 0.116667 0.117500 0.118333 0.119167
12 0.120000 0.120833 0.121667 0.122500 0.123333 0.124167 0.125000 0.125833 0.126667 0.127500 0.128333 0.129167
13 0.130000 0.130833 0.131667 0.132500 0.133333 0.134167 0.135000 0.135833 0.136667 0.137500 0.138333 0.139167
14 0.140000 0.140833 0.141667 0.142500 0.143333 0.144167 0.145000 0.145833 0.146667 0.147500 0.148333 0.149167
15 0.150000 0.150833 0.151667 0.152500 0.153333 0.154167 0.155000 0.155833 0.156667 0.157500 0.158333 0.159167
16 0.160000 0.160833 0.161667 0.162500 0.163333 0.164167 0.165000 0.165833 0.166667 0.167500 0.168333 0.169167
17 0.170000 0.170833 0.171167 0.172500 0.173333 0.174167 0.175000 0.175833 0.176667 0.177500 0.178333 0.179167
18 0.180000 0.180833 0.181167 0.182500 0.183333 0.184167 0.185000 0.185833 0.186667 0.187500 0.188333 0.189167
19 0.190000 0.190833 0.191167 0.192500 0.193333 0.194167 0.195000 0.195833 0.196667 0.197500 0.193333 0.199167
20 0.200000 0.200833 0.201167 0.202500 0.203333 0.204167 0.205000 0.205833 0.206667 0.207500 0.203333 0.209167
21 0.210000 0.210833 0.211667 0.212500 0.213333 0.214167 0.215000 0.215833 0.216667 0.217500 0.218333 0.219167
22 0.220000 0.220833 0.221667 0.222500 0.223333 0.224167 0.225000 0.225833 0.226667 0.227500 0.228333 0.229167
23 0.230000 0.230833 0.231667 0.232500 0.233333 0.234167 0.235000 0.235833 0.236667 0.237500 0.238333 0.239167
24 0.240000 0.240833 0.241667 0.242500 0.243333 0.244167 0.245000 0.245833 0.246667 0.247500 0.248333 0.249167
25 0.250000 0.250833 0.251667 0.252500 0.253333 0.254167 0.255000 0.255833 0.256667 0.257500 0.258333 0.259167
26 0.260000 0.260833 0.261667 0.262500 0.263333 0.264167 0.265000 0.265833 0.266667 0.267500 0.268333 0.269167
27 0.270000 0.270833 0.271667 0.272500 0.273333 0.274167 0.275000 0.275833 0.276667 0.277500 0.278333 0.279167
28 0.280000 0.280833 0.281667 0.282500 0.283333 0.284167 0.285000 0.285833 0.286667 0.287500 0.288333 0.289167
29 0.290000 0.290833 0.291667 0.292500 0.293333 0.294167 0.295000 0.295833 0.296667 0.297500 0.298333 0.299167
30 0.300000 0.300833 0.301667 0.302500 0.303333 0.304167 0.305000 0.305833 0.306667 0.307500 0.308333 0.309167
31 0.310000 0.310833 0.311667 0.312500 0.313333 0.314167 0.315000 0.315833 0.316667 0.317500 0.318333 0.319167
32 0.320000 0.320833 0.321667 0.322500 0.323333 0.324167 0.325000 0.325833 0.326667 0.327500 0.328333 0.329167
33 0.330000 0.330833 0.331667 0.332500 0.333333 0.334167 0.335000 0.335833 0.336667 0.337500 0.338333 0.339167
34 0.340000 0.340833 0.341667 0.342500 0.343333 0.344167 0.345000 0.345833 0.346667 0.347500 0.348333 0.349167
35 0.350000 0.350833 0.351667 0.352500 0.353333 0.354167 0.355000 0.355833 0.356667 0.357500 0.358333 0.359167
36 0.360000 0.360833 0.361667 0.362500 0.363333 0.364167 0.365000 0.365833 0.366667 0.367500 0.368333 0.369167
37 0.370000 0.370833 0.371667 0.372500 0.373333 0.374167 0.375000 0.375833 0.376667 0.377500 0.378333 0.379167
38 0.380000 0.380833 0.381667 0.382500 0.383333 0.384167 0.385000 0.385833 0.386667 0.387500 0.388333 0.389167
39 0.390000 0.390833 0.391667 0.392500 0.393333 0.394167 0.395000 0.395833 0.396667 0.397500 0.398333 0.399167
40 0.400000 0.400833 0.401667 0.402500 0.403333 0.404167 0.405000 0.405833 0.406667 0.407500 0.408333 0.409167
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A
FERS Computation of the Annuity Under the General
- Formula Using the FERS 1.1% Accrual Factor

This chart is used for FERS employees age 62 or older when they retire who have
20 or more years of service. To obtain the basic annual annuity, multiply the
high-3 average salary by the factor indicated under the applicable years and
months of service.

To obtain the basic annuity, multiply the high-3 average salary by the factor indicated under applicable
years and months of service.

Years 0 1 2 3 4 5 6 7 8 9 10 11
of Months Month Months Months Months Months Months Months Months Months Months Months

Svc.

0.000917 | 0.001833 | 0.002750 | 0.003667 | 0.004583 | 0.005500 | 0.006417 | 0.007333 | 0.008250 | 0.009167 | 0.010083
1 0.011000 | 0.011917 | 0.012833 | 0.013750 | 0.014667 | 0.015583 | 0.016500 | 0.017417 | 0.018333 | 0.019250 | 0.020167 | 0.021083
2 0.022000 | 0.022917 | 0.023833 | 0.024750 | 0.025667 | 0.026583 | 0.027500 | 0.028417 | 0.029333 | 0.030250 | 0.031167 | 0.032083
3 0.033000 | 0.033917 | 0.034833 | 0.035750 | 0.036667 | 0.037583 | 0.038500 | 0.039417 | 0.040333 | 0.041250 | 0.042167 | 0.043083
4 0.044000 | 0.044917 | 0.045833 | 0.046750 | 0.047667 | 0.048583 | 0.049500 | 0.050417 | 0.051333 | 0.052250 | 0.053167 | 0.054083
5 0.055000 | 0.055917 | 0.056833 | 0.057750 | 0.058667 | 0.059583 | 0.060500 | 0.061417 | 0.062333 | 0.063250 | 0.064167 | 0.065083
6 | 0.066000 | 0.066917 | 0.067833 | 0.068750 | 0.069667 | 0.070583 | 0.071500 | 0.072417 | 0.073333 | 0.074250 | 0.075167 | 0.076083
7 0.077000 | 0.077917 | 0.078833 | 0.079750 | 0.080667 | 0.081583 | 0.082500 | 0.083417 | 0.084333 | 0.085250 | 0.086167 | 0.087083
8 0.088000 | 0.088917 | 0.089833 | 0.090750 | 0.091667 | 0.092583 | 0.093500 | 0.094417 | 0.095333 | 0.096250 | 0.097167 | 0.098083
9 0.099000 | 0.099917 | 0.100833 | 0.101750 | 0.102667 | 0.003583 | 0.104500 | 0.105417 | 0.106333 | 0.107250 | 0.108167 | 0.109083
10| 0.110000 | 0.110917 | 0.111833 | 0.112750 | 0.113667 | 0.114583 | 0.115500 | 0.116417 | 0.117333 | 0.118250 | 0.119167 | 0.120083
11 | 0.121000 | 0.121917 | 0.122833 | 0.123750 | 0.124667 | 0.125583 | 0.126500 | 0.127417 | 0.128333 | 0.129250 | 0.130167 | 0.131083
12 | 0.132000 | 0.132917 | 0.133833 | 0.134750 | 0.135667 | 0.136583 | 0.137500 | 0.138417 | 0.139333 | 0.140250 | 0.141167 | 0.142083
13 | 0.143000 | 0.143917 | 0.144833 | 0.145750 | 0.146667 | 0.147583 | 0.148500 | 0.149417 | 0.150333 | 0.151250 | 0.152167 | 0.153083
14 | 0.154000 | 0.154917 | 0.155833 | 0.156750 | 0.157667 | 0.158583 | 0.159500 | 0.160417 | 0.161333 | 0.162250 | 0.163167 | 0.164083
15 | 0.165000 | 0.165917 | 0.166833 | 0.167750 | 0.168667 | 0.169583 | 0.170500 | 0.171417 | 0.172333 | 0.173250 | 0.174167 | 0.175083
16 | 0.176000 | 0.176917 | 0.177833 | 0.178750 | 0.179667 | 0.180583 | 0.181500 | 0.182417 | 0.183333 | 0.184250 | 0.185167 | 0.186083
17 | 0.187000 | 0.187917 | 0.188833 | 0.189750 | 0.190667 | 0.191583 | 0.192500 | 0.193417 | 0.194333 | 0.195250 | 0.196167 | 0.197083
18 | 0.198000 | 0.198917 | 0.199833 | 0.200750 | 0.201667 | 0.102583 | 0.203500 | 0.204417 | 0.205333 | 0.206250 | 0.207167 | 0.208083
19 | 0.209000 | 0.209917 | 0.210833 | 0.211750 | 0.212667 | 0.113583 | 0.214500 | 0.215417 | 0.216333 | 0.217250 | 0.218167 | 0.219083
20 | 0.220000 | 0.220917 | 0.221833 | 0.222750 | 0.223667 | 0.224583 | 0.225500 | 0.226417 | 0.227333 | 0.228250 | 0.229167 | 0.230083
21 0.231000 | 0.231917 | 0.232833 | 0.233750 | 0.234667 | 0.235583 | 0.236500 | 0.237417 | 0.238333 | 0.239250 | 0.240167 | 0.241083
22 0.242000 | 0.242917 | 0.243833 | 0.244750 | 0.245667 | 0.246583 | 0.247500 | 0.248417 | 0.249333 | 0.250250 | 0.251167 | 0.252083
23 0.253000 | 0.253917 | 0.254833 | 0.255750 | 0.256667 | 0.257583 | 0.258500 | 0.259417 | 0.260333 | 0.261250 | 0.262167 | 0.263083
24 0.264000 | 0.264917 | 0.265833 | 0.266750 | 0.267667 | 0.268583 | 0.269500 | 0.270417 | 0.271333 | 0.272250 | 0.273167 | 0.274083
25 0.275000 | 0.275917 | 0.276833 | 0.277750 | 0.278667 | 0.279583 | 0.280500 | 0.281417 | 0.282333 | 0.283250 | 0.284167 | 0.285083
26 | 0.286000 | 0.286917 | 0.287833 | 0.288750 | 0.289667 | 0.290583 | 0.291500 | 0.292417 | 0.293333 | 0.294250 | 0.295167 | 0.296083
27 | 0.297000 | 0.297917 | 0.298833 | 0.299750 | 0.300667 | 0.301583 | 0.302500 | 0.303417 | 0.304333 | 0.305250 | 0.306167 | 0.307083
28 | 0.308000 | 0.308917 | 0.309833 | 0.310750 | 0.311667 | 0.312583 | 0.313500 | 0.314417 | 0.315333 | 0.316250 | 0.317167 | 0.318083
29 | 0.319000 | 0.319917 | 0.320833 | 0.321750 | 0.322667 | 0.323583 | 0.324500 | 0.325417 | 0.326333 | 0.327250 | 0.328167 | 0.329083
30| 0.330000 | 0.330917 | 0.331833 | 0.332750 | 0.333667 | 0.334583 | 0.335500 | 0.336417 | 0.337333 | 0.338250 | 0.339167 | 0.340083
31 | 0.341000 | 0.341917 | 0.342833 | 0.343750 | 0.344667 | 0.345583 | 0.346500 | 0.347417 | 0.348333 | 0.349250 | 0.350167 [ 0.351083
32 | 0.352000 | 0.352917 | 0.353833 | 0.354750 | 0.355667 | 0.356583 | 0.357500 | 0.358417 | 0.359333 | 0.360250 | 0.361167 | 0.362083
33 | 0.363000 | 0.363917 | 0.364833 | 0.365750 | 0.366667 | 0.367583 | 0.368500 | 0.369417 | 0.370333 | 0.371250 | 0.372167 | 0.373083
34 | 0.374000 | 0.374917 | 0.375833 | 0.376750 | 0.377667 | 0.378583 | 0.379500 | 0.380417 | 0.381333 | 0.382250 | 0.383167 | 0.384083
35 | 0.385000 | 0.385917 | 0.386833 | 0.387750 | 0.388667 | 0.389583 | 0.390500 | 0.391417 | 0.392333 | 0.393250 | 0.394167 | 0.395083
36 | 0.396000 | 0.396917 | 0.397833 | 0.398750 | 0.399667 | 0.300583 | 0.401500 | 0.402417 | 0.403333 | 0.404250 | 0.405167 | 0.406083
37 | 0.407000 | 0.407917 | 0.408833 | 0.409750 | 0.410667 | 0.311583 | 0.412500 | 0.413417 | 0.414333 | 0.415250 | 0.416167 | 0.417083
38 | 0.418000 | 0.418917 | 0.419833 | 0.420750 | 0.421667 | 0.322583 | 0.423500 | 0.424417 | 0.425333 | 0.426250 | 0.427167 | 0.428083
39 | 0.429000 | 0.429917 | 0.430833 | 0.431750 | 0.432667 | 0.333583 | 0.434500 | 0.435417 | 0.436333 | 0.437250 | 0.438167 | 0.439083
40 | 0.440000 | 0.440917 | 0.441833 | 0.442750 | 0.443667 | 0.444583 | 0.445500 | 0.446417 | 0.447333 | 0.448250 | 0.449167 | 0.450083
Module 3
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Computing Annuity Estimates

Unused Annual
Leave:

—
FERS

Note:
Annuity
Commencing
Dates:

—
FERS

Module 3

When an employee separates for retirement, s/he will be
paid a lump sum amount for all earned annual leave to
his/her credit.

Generally, an agency payroll office will issue the lump-
sum annual leave check within two to four weeks after
the employee has separated for retirement. If an
employee has “use or lose” annual leave to his/her credit
and separates before the end of the leave year, s/he will
be paid the total annual leave balance, including the use
or lose amount.

Check with your agency payroll office for rules regarding
payment for other types of leave (e.g., compensatory
leave, credit hours). You can also find out from your
agency payroll office what deductions will be taken from
this lump sum payment (i.e., Federal, State, City taxes,
Medicare taxes, etc.).

Visit your agency payroll office if you have questions
about how the lump sum annual leave is calculated.

A FERS retiree’s annuity commences the first day of
the month after retirement.

Exception: For employees who retire on Disability or
under an Involuntary Separation, their
annuities begin the day immediately
following retirement.
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Cost of Living

Adjustments: Annuitants under FERS are not eligible to receive a
COLA (effective December 1st) until age 62, unless:

F_E’E L= the annuitant retires on disability (unless the
e N disability is based on 60% of the high-3); or

(= the annuitant retires under one of the special
provision retirements (law enforcement officer,

firefighter, or air traffic controller).

A survivor annuitant (spouse, former spouse, or
insurable interest) is eligible to receive COLA’s prior to

age 62.

Generally, FERS COLA’s are 1% less than the increase

in the Consumer Price Index (CPI). If, however, the
CPI is less than 2%, then the FERS COLA will match
the CPI increase. Refer to the table below for FERS

COLA determinations:

If the Increase in the CPI is:

Then the Annual FERS COLA is:

Up to 2%

Same as the CPI

2.0% to 3.0%

2.0%

Above 3%

CPI increase minus 1%

For FERS annuitants who are not eligible to receive a COLA during
their first year on the annuity rolls, the initial COLA they receive is
the full COLA without proration.

Note: The FERS COLA for 2001 is 2.5%

FERS COLA Example:

FERS employee retired at age 59.
She reached age 62 in July 2000.

In January 2001, she received the full COLA.

Module 3
©Graduate School, USDA 2001
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Computing Annuity Estimates

Special Retirement
Supplement:

—
FERS

Note:

Background:

Module 3
©Graduate School, USDA 2001

A Special Retirement Supplement may be
payable under FERS until retiree reaches age
62, provided certain eligibility requirements are
met. The Special Retirement Supplement is
payable to those who retire on an immediate,
non-disability benefit with no age reduction. In
addition, the retiring employee must have at
least one calendar year under FERS from
January 1 to December 31. To be eligible to
receive the FERS annuity supplement, the
employee must retire:

° At the Minimum Retirement Age with 30
years service;

° At age 60 with 20 years service;

L Under the special provisions relating to
firefighters, law enforcement personnel, air
traffic controllers, and military reserve
technicians. (The earnings test does not
apply to these retirees until they reach the
MRA.)

FERS employees retiring under Involuntary or
"Early Out" provisions may begin receiving the
supplement upon reaching their MRA.

Social Security is a significant part of the FERS
benefit. However, Social Security retirement
benefits are not payable before age 62. Since
Federal employees may retire before age 62, a
Special Retirement Supplement, in addition to the
FERS basic benefit will be paid to the retiree by
OPM until he/she reaches age 62. In addition,
when the retiree reaches age 62, FERS COLA'S
are payable.
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Computing Annuity Estimates

Special Retirement

Supplement: The supplemental benefit, payable before age 62,
is subject to the same earnings test that is applied
to Social Security benefits for recipients,

¢
FERS age 62 - 65.

In 2001, an annuitant between age 62 - 64 who
works after retirement can earn up to $10,680
without losing any portion of the Special
Retirement Supplement. If earnings exceed this
amount, the annuitant's supplement will be
reduced by $1 for every $2 that is earned above
the minimum level of $10,680.

The Special Retirement Supplement is calculated
by estimating the amount of Social Security benefit
the retiree would earn if s/he had been employed
for a full career under Social Security, retiring at
age 62.

Supplemental Benefit

Formula: The following formula is generally used to
calculate the supplemental benefit. OPM can
calculate the supplement for you.

Estimated Full Career

Social Security Benefit X Retiree’s years of service under FERS
Divided by 40

FERS Annuity Supplement Example:

FERS employee has a Social Security benefit based on 25 years of earnings. Fifteen
years of Social Security benefit earned as a Federal employee.

$7200 (Social Security benefit) /40 (divided by 40) = $ 180.00

$180.00 x 15 years_ (FERS service years) = $2,700
(Annual Supplement)

$2700.00/12 (divided by 12 months) = $ 225.00
(Monthly Special Retirement Supplement)

Module 3
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Computing Annuity Estimates

Computation of

Basic Benefit Annuity

for Part-Time Employees

—
FERS

Module 3

“How will my part-time service be credited in my

annuity computation?”

The following chart summarizes how part-time service is
credited under FERS. If you have part-time service, see
your agency benefits officer to answer any questions you
have about part-time service.

If: Then:

Y Pay usec‘i to Hours used .
Service is determine in computing Proration
creditable Hi-3 average . factor is:

is: annuity are:

Rate of basic Hours # of hours

pay for full actually worked

time worked (regardless

schedule (Tour of Duty) | of when
worked)
divided by

FERS # of hours

in full-time
schedule
for same
period

©Graduate School, USDA 2001
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Computing Annuity Estimates

Reductions to the
Basic Annuity:

—
FERS

Module 3
©Graduate School, USDA 2001

Once the basic annual annuity has been
determined under FERS, then any applicable
reductions to the annuity must be applied. The
types of potential annuity reductions are listed
below.

1. Reduction for age;

2. Reduction for unpaid deposit;
3. Reduction for survivor benefits;
4. Reduction for unpaid redeposit.

Each of the reductions to the basic annuity for
FERS retirees will be discussed in detail.

36



Computing Annuity Estimates

FERS Age Reduction
(MRA + 10
Provision): For employees who retire on or after reaching their MRA

with at least 10 years of service (5 years of which must
be civilian service), the annuity will be calculated
according to the same formula for an immediate
il e unreduced annuity. The amount of the annual rate,
E however, will be reduced by 5/12 of 1% for each month
the employee is under age 62 at retirement (5% per
year).

Refer to the example below to see how the age
reduction for an MRA + 10 retirement is applied to a
FERS annuity:

Employee voluntarily retires: MRA=55 years, 6 months
20 years service
High-3 Average Salary = $30,000

Calculation of the Reduced Annuity:
1% x 30,000 x 20yrs. = $6,000
Employee is 6% yrs. under age 62
(78 months). The age reduction factor
for 55 years, 6 months = .679167*
FERS Annuity Reduced for Age = $6,000 x .679167 = $4,075

No Special Retirement Supplement is payable for MRA + 10
retirements

* The reduction factor is taken from the FERS 5% Age Reduction
Chart

Notes: The FERS MRA + 10 age reduction is permanent.

A FERS employee can postpone receiving the MRA + 10
annuity to lessen the impact of the age reduction. If the

Module 3
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Computing Annuity Estimates

—r
FERS

annuity is postponed to age 60 (with at least 20 years of
service) or to age 62, the age reduction can be eliminated.

FERS 5% Age Reduction Chart

Health benefits and life insurance coverage terminate
when the employee separates and postpones receiving
the annuity. Health benefits and life insurance are

reinstated when the FERS annuity begins.

Factors for Determining Reductions in the Basic Annual
Annuity for Immediate or Deferred MRA + 10 Retirements

A
Angneu?tty 0 1 2 3 4 5 6 7 8 9 10 11
begin Months Month Months Months Months Months Months Months Months Months Months Months
date and
at leeast 1
day over
55 0.654167 0.658333 0.662500 0.666667 0.670833 0.675000 0.679167 0.683333 0.687500 0.691667 0.695833 0.700000
56_ 0.704167 0.708333 0.712500 0.716667 0.720833 0.725000 0.729167 0.733333 0.737500 0.741667 0.745833 0.750000
57 0.754167 0.758333 0.762500 0.766667 0.770833 0.775000 0.779167 0.783333 0.787500 0.791667 0.795833 0.800000
58_ 0.804167 0.808333 0.812500 0.816667 0.820833 0.825000 0.829167 0.833333 0.837500 0.841667 0.845833 0.850000
59 0.854167 0.858333 0.862500 0.866667 0.870833 0.875000 0.879167 0.883333 0.887500 0.891667 0.895833 0.900000
60__ 0.904167 0.908333 0.913500 0.916667 0.920833 0.925000 0.929167 0.933333 0.937500 0.941667 0.945833 0.950000
61__ 0.954167 0.958333 0.962500 0.966667 0.970833 0.975000 0.979167 0.983333 0.987500 0.991667 0.995833 1.000000
Multiply the unreduced basic annuity by the applicable
factor shown in the table above to calculate the retirement
benefit reduced for age.
The election of a survivor benefit will further reduce the
annuity.
Note: A FERS employee who retires under early retirement
provisions (early outs or discontinued service retirement) is not
subject to an age reduction. This is different than an MRA +
10 retirement.
Module 3
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Computing Annuity Estimates

Reductions for
Unpaid Deposit

Service:

—
FERS

Module 3

Note:

Under FERS, an employee may receive credit for
nondeduction service if it was performed prior to
January 1, 1989, AND a deposit for the period(s) of non-
deduction service is paid. The FERS deposit for regular
employees equals 1.3% of the earnings during the
period(s) of nondeduction service, plus interest. Special
groups, such as law enforcement officers and firefighters,
also pay 1.3% of the earnings during the period of
nondeduction service, plus interest).

If a FERS employee does not pay a deposit for
nondeduction service, the service is not creditable for
eligibility purposes or in the computation of the annuity.

If a FERS employee will have a CSRS component to
his/her annuity, any nondeduction service that
applies to the CSRS portion of the annuity will be
computed under CSRS rules.

Refer to the flow chart on the following page which
summarizes how nondeduction service is credited
under FERS:

©Graduate School, USDA 2001 39



Computing Annuity Estimates

Determining How to Credit Non-Deduction Service Under FERS:

Non-Deduction Service
Performed
prior to 1/1/89

Yes

No Deposit Paid

Service cannot be used
for eligibility or for

Service can be
. ¢ credited towards
B U GrE eligibility & in the
annuity

annuity computation

Module 3
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Interest Rates

for Payments of
Deposit and
Redeposit Service:

The chart below provides the interest rates on
deposits for civilian service. These interest rates
also are used to determine the amount of deposits
for post-56 military service.

Interest rates for Deposit Service under FERS:

Up to 1984:
1985:
1986:
1987:
1988:
1989:
1990:
1991:
1992:
1993:
1994

3.00% 1995: 7.00%
13.00% 1996: 6.875%
11.125% 1997: 6.875%
9.00% 1998: 6.75%
8.375% 1999: 5.75%
9.125% 2000: 5.875%
8.75% 2001: 6.375%
8.625% 2002:

8.125%

7.125%

6.25%

Module 3
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Computing Annuity Estimates

Reduction for
Survivor Benefits:

—
FERS

Module 3

©Graduate School, USDA 2001

Under FERS, retiring employees may elect to
provide survivor benefits for a spouse (or former
spouse). A survivor benefit is a recurring
monthly payment made to the spouse (or former
spouse) upon the death of the retiree.

The following types of elections are available to
married employees at retirement, (For more
information on benefits payable to survivors of
deceased annuitants, refer to Module 5).

. Maximum survivor annuity for a current
Spouse;
. Less than maximum survivor annuity for a

current spouse;

. An annuity payable only during the
retiree’s lifetime (no survivor benefit is
payable);

. An insurable interest survivor annuity; or

. A combination current/former spouse
annuity.

The following types of survivor benefit elections
are available to single employees at retirement:

. A self-only annuity (no survivor benefit is
payable);

. An insurable interest survivor annuity;

. A survivor annuity (maximum or less than

maximum) for a former spouse(s).
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Reduction for
Survivor Benefits

Under FERS: For survivor benefits to be payable under FERS (other
than to eligible children), the retiring employee must
elect a reduced annuity to provide the survivor benefit.

e Surviving spouses (and former spouses) are entitled to

FERS receive up to 50% of the unreduced basic annual
annuity. Under FERS, the maximum combined total
of all spouse/former spouse benefits cannot exceed
50% of the unreduced basic annual annuity.

Note: Children’s survivor benefits are automatically provided
by law to eligible children. An election does not have
to be made by the retiring employee. Refer to Module 5
for an explanation of children’s survivor benefits.

Amount of the
Survivor Reduction:

FERS Full Survivor Benefit FERS Partial Survivor Benefit

. If you elect a full survivor . If you elect a partial survivor
benefit for a current spouse or benefit for a current spouse or
former spouse, your annuity former spouse, your annuity
will be reduced by 10% will be reduced by 5% annually
annually to provide the full to provide the partial election;
election;

. Upon your death, your

. Upon your death, your surviving spouse (or former
surviving spouse (or former spouse) will receive 25% of
spouse) will receive 50% of your basic annual annuity.
your basic annual annuity.

Module 3
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Reductions for
Insurable Interest
Survivor Benefit: FERS employees may also elect to provide an
insurable interest survivor benefit. An insurable
interest survivor annuity is a recurring monthly
o !Deneﬁt payable to an indivic.iual who has an
FERS %nsurable 1nt§rest in the retiree. Insurable
—— interest elections and benefits payable are the
same under CSRS and FERS. (i.e. 55% of basic
annuity after reduction for cost of insurable
interest savings annuity.)

The retiree must take a reduced annuity to
provide an insurable interest survivor annuity.
The reduction amount depends on the age
difference between the retiree and the person
named as the insurable interest.

Module 3
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Cost of an Insurable Interest Survivor Annuity

Age of person named in relation to Reduction in the
that of the retiring employee: annuity of the retiring
employee:
Older, same age or less than 5 years
younger
10%
S but less than 10 years younger
15%
10 but less than 15 years younger
20%
15 but less than 20 years younger
25%
20 but less than 25 years younger
30%
25 but less than 30 years younger
35%
30 or more years younger
40%

FERS Refunded
Service:

—
FERS

Module 3
©Graduate School, USDA 2001

FERS Refunded Service is not creditable for
eligibility purposes or annuity computation
purposes. Employees may never make a
redeposit of FERS service.

FERS employees who have previous CSRS
service which is not part of a CSRS component
can receive credit for the refunded service, if:

The employee received a refund of the CSRS
service before first coming under FERS;

AND,
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. The employee paid a redeposit of 1.3%, plus
interest.

Module 3
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Creditable
Military Service
Under FERS:

—
FERS

Military
Retired Pay:

Module 3
©Graduate School, USDA 2001

Military service may also be credited for
retirement purposes under FERS.
Honorable ACTIVE DUTY miilitary service
is generally creditable for Federal civilian
retirement purposes.

Receipt of military retired pay will generally bar
credit of military service, unless military retired
pay is waived for civil service retirement
purposes. If an employee wishes to waive
military retired pay for civil service retirement
purposes, s/he must write to the Military
Finance Center to request a waiver. This
request should be sent to the finance center at
least 60 days prior to retiring.

There are several exceptions to the waiver
requirements. If an employee is receiving
military retired pay under one of the following
conditions, s/he does not have to waive retired
pay to have the military service credited for
retirement purposes under FERS:

The employee is receiving military retired pay
due to a disability incurred in combat or caused
by an instrumentality of war;

OR,
The employee is receiving military retired pay for

reserve service under Chapter 1223, Title 10, U.
S. Code.
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FERS Creditable

Military Service: Under FERS, honorable, active duty military
service is generally creditable. Military service
performed prior to January 1, 1957, is automa-

ek tically credited for retirement purposes. Receipt
FERS of Military Retired Pay will bar credit of military
service unless Military Retired Pay is waived.

Crediting Post-56

Military Service: “How will my Post-56 military service be credited
in my FERS annuity?”

Military service performed on or after January 1,
1957, (Post-56 military service) is covered by
Social Security. In order to obtain credit under
FERS for post-56 military service, a deposit must
be made to cover the period of post-56 military
service. If the deposit for the military service is
not made, the military service cannot be credited
towards eligibility or computation under FERS.

The amount of the military deposit generally
equals 3% of the military base pay, plus interest
if applicable. No interest is charged if the
deposit is completed within 3 years from the
date the employee first became subject to FERS.

Military deposits, if made, must be paid to the
employing agency no later than the date of
separation for retirement. Employees can also
elect to begin making payments for the deposit
on a pay period basis. Arrangements can be
made through the employee’s agency payroll
office.

Module 3
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Crediting Post-56
Military Service:

Important: Even if an employee covered by FERS was first hired
before October 1, 1982, military service after 1956,
cannot be credited for eligibility or computation
purposes unless the required deposit is completed.

Iy T

FERS If an employee under FERS has already made a

_— military deposit under CSRS rules (without a CSRS
component), a refund of a portion of the military
deposit may be payable. If payable, the refund will be
equal to the difference between the 7% CSRS deposit
and the 3% FERS deposit (generally).

For employees who transferred to FERS and had 5 or
more years of service for which regular CSRS
retirement deductions were withheld, any post-56
military service performed before the transfer to FERS
is credited under CSRS rules. In this case, no military
deposit refund is payable.

Any military service performed after the transfer to
FERS is credited under FERS computation rules.

Military

Furloughs: Under FERS, there is no distinction between the
treatment of an employee who separates from his or
her position during a period of war or national
emergency and one who does not.

Consequently, a FERS employee who leaves a covered
position to enter military service during a period of war
or national emergency is considered separated and
NOT deemed to be on military furlough. The employee
must exercise his or her restoration rights within the
time limits specified under title 38 of the U.S. Code in
order to be treated as if he or she were on military
furlough to obtain credit for the period of military

Module 3
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separation.

Military Retired Pay
and Exceptions:

—r
FERS

Interest Rates:

Under FERS, if military retired pay is waived or
meets any of the exceptions mentioned previously,
the employee must make a deposit for any post-56
military service. This deposit equals 3% of the
military base pay, plus interest (if the deposit is
not timely).

The interest, if applicable, will be charged at the
variable rate, which is determined annually by the
Secretary of Treasury.

The following chart summarizes the interest rates
which are applied to post-56 military deposits.

Module 3
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before 1948 4% 1992 8.125%
1948 - 1984 3% 1993 7.125%
1985 13% 1994 6.25%
1986 11.125% | 1995 7.00%
1987 9% 1996 6.875%
1988 8.375% 1997 6.875%
1989 9.125%1 | 1998 6.75%
1990 8.75% 1999 5.75%
1991 8.625% 2000 5.875%
2001 6.375%
2002
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How the Disability
Benefit May Be
Affected:

—
FERS

Module 3
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After retirement, a FERS disability annuitant may
be required to undergo an annual medical
examination until age 60 to determine whether
s/he has recovered from the disabling condition.
Also, the annuitant is subject to an earnings test
until s/he reaches age 60.

If earnings from employment in private industry
reaches 80% or more of current salary of position
from which the disabled employee retired, the
disability annuity will be discontinued.

As a general rule, employees receiving military
retired pay or VA compensation in lieu of military
retired pay are not eligible for the guaranteed
minimum. There are exceptions for employees
who receive retired pay due to a service-connected
disability incurred in the line of duty during a
period of war, or to retired pay received by
members of the reserve components of the armed
forces on the basis of age and service in the
reserves.
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FERS
Disability
Retirement

—
FERS

Disability
Annuity

Computation:

Note:

First Year:

Module 3

To be eligible for a disability retirement under FERS,
the employee must:

. be disabled in the current position and unable to
be placed in a vacant position for which qualified
in the same agency, at the same pay, in the
same commuting area, with same retention

rights;

. have at least 18 months of creditable civilian
service;

. apply for Social Security, or provide evidence of
ineligibility.

Under FERS, the disability computation is calculated
at three different points while the annuitant is on the
disability rolls.

Part of the disability benefit package may include a
disability benefit from Social Security. A FERS
employee who is considering a disability retirement
must also apply for disability benefits from Social
Security. OPM cannot compute and pay its disability
benefits until the eligibility and computation for Social
Security disability benefits has been determined.

The disability benefit under FERS is computed as
follows:

During the first year on the disability annuity rolls, the
benefit equals:

. 60% of High-3 Average Salary LESS 100% of
the Social Security Disability Benefit (if entitled).
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FERS
Disability
Retirement

—r
FERS

Second Year:

Re-computation
at Age 62:

Module 3

During the second year on the disability rolls and
until retiree reaches age 62, the benefit equals:

. 40% of High-3 Average Salary LESS 60% of the
Social Security Disability Benefit (if entitled).
FERS COLA'S are payable after first 12 months.

When the disability annuitant reaches age 62, the
benefit is re-computed based on the earned benefit
formula. The total service used in recomputation
includes:

= actual service performed, plus

= the total time the annuitant was on the
disability payroll.

The Average Salary used in recomputation equals
the average salary at the beginning of disability
annuity, increased by all FERS COLA'S during period
the annuitant was on the disability annuity payroll.

Refer to the sample FERS disability computation on
the following page.
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FERS Disability
Computation:

—
FERS

Employee became disabled at age 50: 15 years of service
High-3 = $40,000

Lo First Year: (not eligible for Soc. Sec. Disability)
60% x $40,000 = $24,000

= Second Year (and until age 62):
40% x $40,000 = $16,000

= Re-computation at Age 62:
Add 12 yrs . (time on disability rolls)
+ 15 yrs. (actual service performed)

27 yrs. (total service used for re-computation)

Assume COLA'S for 12 year period compounded annually increased the
Hi-3 Average Salary to $50,000. Compute annuity:

1.1% x $50,000 = 550 x 27 yrs. = $14,850

s

Note: The 1.1% accrual factor is used when the annuity is
recomputed because the employee is age 62 and has at least
20 years of service (projected service can be used).

A disability annuity based on 60% or 40% of the High-3
average salary less the appropriate reduction for Social

Security Disability will NOT have a CSRS component.

A disability annuity may contain a CSRS component:

1. If it is computed in the same manner as a non-
disability annuity; or,

2. When it is re-computed at age 62.

Module 3
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Annuity Computations
Questions:

Questions/Comments

Answers

Module 3
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Retirement Application Process

Module 4: Processing Your
Retirement
Application

Objectives:

1. Identify the various retirement application
forms.

2. Explain the steps that must be taken by

FERS the retiring employee and the agency to
ensure that the application process is

managed properly;

3. Identify sources of information available to
Federal employees and retirees.

4. Explain how to avoid common problems in
the retirement application process.

Module 4
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Retirement Application Process

—
FERS

ACKNOWLEDGMENT OF RECEIPT
OF APPLICATION

AND

CSA ID CARD

YOUR RETIREMENT APPLICATION HAS BEEN RECEIVED

We have received your application for retirement.
Your application will be processed as promptly as
possible. NOTE: Applications for disability retire-
ment require medical approval and generally take
longer to process.

As soon as we complete work on your application,
we will send you information on the amount of
your annuity, when to expect your first check, and
other information of importance to you as a retired
employee of the U.S. Government. If necessary, we
will include in your first check any retroactive
annuity due to cover the period while your case is
being processed.

Be sure to notify us promptly of any change in
your address, using the form at left, so that your
check can be correctly mailed. Also notify your
old post office of a change of address so they can
forward mail to your new address.

Your regular monthly payments will be made by
check on the first business day of the month,
covering your annuity for the preceding month.

If you contact us for any reason, be sure to give
your Civil Service annuity claim number. Please
retain the attached card as a permanent record
of your claim number.

United States
Office of

APPLICANT’S SIGNATURE

Personnel

The individual identified on the other side of this card has applied
for an/or is receiving benefits from the Civil Service Retirement
System

Management

If found please return to
U.S. Office of Personnel Management
Retirement and Insurance Programs
Washington, DC 20415
POSTAGE WILL BE GUARANTEED

BRI 46-29
1983

Module 4
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Retirement Application Process

Retirement Benefits
Booklet:

—
FERS

OPM has re-designed the annuity statement
provided to Federal retirees. The old version of the
annuity statement explained the annuity amount
and the various benefits that the retiree received
based on elections made at retirement.

Beginning September 1999, OPM began providing
newly retired Federal employees with a Retirement
Benefits Booklet, “Your Federal Retirement
Benefits.” The booklet is personalized to explain
all of the information pertaining to an individual’s
Federal career history and the elections s/he
made at retirement. Generally, retirees will receive
this booklet within 3-4 weeks after OPM receives
their retirement package.

A sample of the Retirement Benefits Booklet is
provided at the end of this module. Please note
that the sample provided is only a portion of the
booklet that a retiree will receive.
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Retirement Application Process

Overview of
Responsibilities

The Employing

Agency: When an employee is considering retirement, the agency
plays an important role in ensuring that the retirement
application process is smooth for the agency and the
employee.

The agency benefits counselor needs to guide employees
FERS through the retirement application process by providing
_—— all the information that employees need about the
following topics:

Completing the Application for Retirement and
related forms;

Continuing health benefits and life insurance
into retirement;

Verifying civilian and military service;
Providing an annuity estimate;

Answering questions about TSP and Social
Security benefits (if applicable).

Employees who are approaching retirement should
contact their personnel office at least one year in
advance of their anticipated retirement date to
gather information about their benefits and
request an annuity estimate.
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Retirement Application Process

Overview of

A v, . A
Responsibilities FERS

The Retiring
Employee:

The employee also plays a critical role in the retirement
application process. Employees should not wait until a few
months before they want to retire to begin the planning
process. Employees should begin planning for retirement at
least 5 years before they are eligible so they can be aware of the
various benefits and options available to them. Planning in
advance also allows employees to make informed decisions
about their retirement benefits.

Planning for retirement well in advance of the actual date will
give employees the opportunity to answer several important
questions:

° Is all of my civilian and military service documented in
my Official Personnel Folder (OPF)? If not, where do I go
to obtain the necessary documentation?

° Do I owe any deposits for civilian or military service? Do
I owe a redeposit for any refunded civilian service? If I
do, how will the payment or non-payment of the deposit
or redeposit affect my annuity computation?

° Will T be able to continue my health benefits and life
insurance into retirement? If not, based on my projected
retirement date, can I enroll in health benefits coverage
before I retire and meet the eligibility requirements to
continue this coverage?
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Retirement Application Process

Overview of
Responsibilities

The Retiring
Employee:

—
FERS

Will I be eligible to receive a benefit from Social Security?
If so, how will this benefit impact my annuity?

Have I verified all of my designation of beneficiary
forms for lump sum retirement contributions and for
life insurance (if enrolled)? Are my existing
designations accurate or do I need to complete new
forms?

Do I have a Thrift Savings Plan account®? Has my
agency provided me with all of the necessary
publications and forms about my TSP so I can make an
informed withdrawal decision?

*FERS employees automatically get a 1% agency automatic contribution to the
TSP, even if the employees choose not to contribute their own money.
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Retirement Application Process

Forms &
Documents:

—
FERS

“How do I know what forms I need to complete
and what documents to submit when I retire?”

The retirement application process involves both the
agency and the retiring employee. Each party is required
to complete several different types of forms before the
retirement application package can be completed.

The types of forms that the employee and the agency
must complete will depend on the employee’s work
history, eligibility for life insurance and health benefits
coverage, etc. The following chart list the types of forms
and documents that, in general, both the agency and
the employee must complete and submit as part of the
retirement application process.
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Retirement Application Process

FERS Forms:

—
FERS

FERS Forms & Documents Completed During the Retirement Application
Process

Employee Completes & Submits:

Agency Completes & Submits:

SF 3107:

Application for FERS Immediate Retirement
(Schedules A, B, and C)

The SF 3107 is required

SF 3107-1:
Certified Summary of Federal Service

The agency completes this form to verify
civilian and military service.

SF 3107-2:
Spouse’s Consent to Survivor Election

The SF 3107-2 is completed by the current
spouse if the employee elects a less than
maximum survivor benefit

Attachment to the SF 2801-2: (used for
FERS Retirements also)

Health Benefits Consent Form

The attachment form is completed by the
employee and the current spouse if the
employee elects a self only annuity at
retirement. This consent form tells the
spouse that upon the death of the retiree,
s/he cannot continue FEHB coverage since
no survivor annuity will be payable

SF 3107 Schedule D:

Agency Checklist

The agency completes this form to indicate it

has included all necessary forms and
documents

SF 3107-3:

Combination Current/Former Spouse
Survivor Election

This form is completed by the employee if
s/he elects a combination survivor annuity
for current and former spouse(s)

SF 2821:

Agency Certification of Life Insurance Status

The agency completes this form to certify
FEGLI coverage if the employee appears
eligible to continue life insurance into
retirement
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Retirement Application Process

FERS Forms:

-, .
FERS

FERS Forms & Documents Completed During the Retirement Application
Process

Employee Completes & Submits:

Agency Completes & Submits:

SF 2818:
Continuation of Life Insurance Coverage
The employee completes this form to elect

the amount of post-retirement basic life
insurance

SF 2819:
Notice of Conversion Privilege
This form is completed and given to retiring

employees to advise them of their right to
convert life insurance to a private policy

SF 2817:
Life Insurance Election Form
The employee completes this form if s/he

wishes to cancel basic and/or optional life
insurance(s)

SF 2809 and SF 2810:

Health Benefits Enrollment Forms and
Health Benefits Change Forms

The agency should include all health benefits
documentation in the retirement package for
OPM to verify that the employee can
continue coverage into retirement. If the
employee is not eligible to continue coverage,
terminate the coverage on the SF 2810, and
forward the documents to OPM with the
retirement package

SF 2823:
FEGLI Designation of Beneficiary

The employee should complete this form, or
review the form on file, if s/he plans to
designate an individual(s) to receive the life
insurance benefits

SF 2817 & SF 2823:

Life Insurance Election Form &
FEGLI Designation of Beneficiary

The agency should include all life insurance
election forms and the most current
designation of beneficiary in the retirement
package.
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Retirement Application Process

¢
FERS Forms: FERS

FERS Forms & Documents Completed During the Retirement Application

Process
Employee Completes & Submits: Agency Completes & Submits:
SF 3102: SF 3100:
Designation of Beneficiary for FERS Lump Individual Retirement Record

Sum Retirement Contributions
The payroll office completes and certifies the
The employee should complete this form, or SF 3100 to document the employee’s pay

review the form on file, if s/he plans to history, retirement contributions, leave, final
designate an individual(s) to receive any salary and post-56 military deposits. This
FERS Lump Sum retirement contributions form must be forwarded with the retirement
upon death. package to OPM.

DD 214:

Military Discharge Certificate
(or equivalent documentation)

If the employee performed any active military
service, s/he should submit copies of the
discharge certificates.

Copy of Military Retired Pay Waiver Request
(if available)

W-4P-A:
Federal Tax Withholding Form

The employee may submit the W-4P-A to
OPM with the retirement package if s/he
plans to change the Federal tax withholding
rate.

State Tax information, if necessary
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Retirement Application Process

Overview of
the Retirement
Process:

—
FERS

“What steps do I need to take to begin planning for
my retirement?”

Initial Steps
for theEmployee:

At least one year before the planned retirement date,
the employee should:

Confirm the earliest eligibility date based on the
type of retirement;

Decide on a retirement date;
Gather information about other benefits to
which s/he may be entitled, such as Social

Security benefits and Thrift Savings Plan;

Inform the supervisor of the tentative retirement
date to allow time for processing forms, etc.;

Attend a pre-retirement seminar; and
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Retirement Application Process

Overview of
the Retirement
Process:

Initial Steps

—
FERS

“What steps do I need to take to begin
planning for my retirement?”

for the
Employee:

Make an appointment with the agency personnel

office to do the following:

W Review the Official Personnel Folder
(OPF)to ensure that all records are
complete and accurate;

4 Make sure that all civilian and military
service has been verified;

4 Review forms to ensure that health
benefits coverage and life insurance
coverage has been verified;

4 Review all designation of beneficiary forms
to ensure that the forms are current;

4 Compute the estimated retirement
annuity.
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Retirement Application Process

FERS

Overview of

the Retirement

Process: “What steps do I need to take to begin

planning for my retirement?”

Initial Steps

for the

Agency: At least one year before an employee is eligible to retire, the
agency personnel office should contact the employee to begin
the retirement planning process. The agency, along with the
retiring employee, should take the following actions:

. Verify that the employee meets the age and service
requirements for retirement (under CSRS or FERS) on
the anticipated retirement date;

. Complete the Certified Summary of Federal Service (SF
2801-1 for CSRS; SF 3107-1 for FERS). Completing
this form will ensure that all civilian and military
service has been verified;

. Verify that the OPF contains documentation of all
salary information, including:

> beginning and ending dates of each period of
civilian and military service;

> effective dates for all promotions and within-
grade increases;

> effective dates for all pay changes and pay rates
during periods of nondeduction service;

> tour of duty for any part-time service;
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Retirement Application Process

Overview of
the Retirement
Process:

Initial Steps
for the Agency:

—
FERS

“What steps do I need to take to begin
planning for my retirement?”

hours or days worked and earnings for any
periods of intermittent service;

Review the Designation of Beneficiary forms for
the lump sum distribution of retirement
contributions (SF 2808 for CSRS; SF 3102 for
FERS). The retiring employee may want to file a
new designation;

Review the OPF for documentation on health
benefits and life insurance coverage;

Review the Designation of Beneficiary forms for
life insurance coverage (SF 2823). The retiring
employee may want to complete and file a new
designation;

The agency benefits officer should provide annuity
estimates for the employee, and advise him or her
of the effect of non-payment of civilian deposits
and/or redeposits on the annuity, as well as the
effect of non-payment of deposits for post-56
military service;

Review survivor benefit options.
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Retirement Application Process

Getting Answers to

Retirement Questions: “After I retire, who do I contact if I have
questions about my retirement benefits?”

The following charts can be used by retirees to
direct them to the appropriate office(s) if they
have questions about their benefits after
retirement.

How to Direct Questions to OPM During the Retirement Process & After
Retirement

Situation:

Contact:

General Written Inquiries (Be sure to
include CSA #, date of birth, and Social
Security # on all correspondence)

Office of Personnel Management
Retirement Operations Center
Boyers, PA 16017

General Telephone Inquiries

OPM’s Retirement Information Office

(202) 606-0500
TDD: (202) 606-0551
Toll Free: (888) 767-6738

Application Status Inquiries (no CSA #
available)

Contact the former agency personnel or payroll
office.

Reports of Death

Office of Personnel Management
Retirement Operations Center
Boyers, PA 16017

or contact: (202) 606-0500
(888) 767-6738

or E-mail OPM to report the death at
Www.opm.gov/retire

Address Change (Payment or
Correspondence)

Office of Personnel Management
Retirement Operations Center
Change of Address-Retirement
P. O. Box 440

Boyers, PA 16017-0440

or contact: (202) 606-0500
(888) 767-6738
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Retirement Application Process

—
FERS

How to Direct Questions to OPM During the Retirement Application Process &
After Retirement

Situation:

Contact:

Lost or Missing Payments

Office of Personnel Management
Recertification: Non-Receipt of Check
P. O. Box 7815

Washington, D.C. 20044

or contact: (202) 606-0500
(888) 767-6738

Federal Tax Withholding Amount
Changes

Office of Personnel Management
Tax-Retirement

P. O. Box 961

Washington, D.C. 20044

or contact: (202) 606-0500
(888) 767-6738

Federal or State Tax Inquiries

Office of Personnel Management
Tax-Retirement

P. O. Box 989

Washington, D. C. 20044

or contact: (202) 606-0500
(888) 767-6738

Health Benefits Inquiries

Office of Personnel Management
Health Insurance-Retirement

P. O. Box 14172

Washington, D. C. 20044

or contact: (202) 606-0500
(888) 767-6738

Health Benefits (Disputed Claims)

Office of Personnel Management
Health Insurance-Disputed Claims
P. O. Box 436

Washington, D. C. 20044
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Retirement Application Process

—
FERS

How to Direct Questions to OPM During the Retirement Application Process & After
Retirement

Situation: Contact:

Office of Personnel Management
Court Orders/Garnishment-Retirement

P. O. Box 17
Court Orders/Garnishment of Annuity Washington, D. C. 20044
or contact: (202) 606-0500

(888) 767-6738

Office of Personnel Management
Surveys-Retirement
P. O. Box 579

Survey Responses (Disability Earnings or Washington, D. C. 20044

Marital Status)

or contact: (202) 606-0500
(888) 767-6738

Office of Personnel Management
Inspections-Adult Student

P. O. Box 956
Adult Student Certification Washington, D. C. 20044
or contact: (202) 606-0500

(888) 767-6738

Office of Personnel Management
Funds Control-Retirement

P. O. Box 7125

Payments and Overpayment (Debts) Washington, D. C. 20044

or contact: (202) 606-0500
(888) 767-6738

Office of Personnel Management
Inspections - Retirement

P. O. Box 7174

Reports of Waste, Fraud, or Abuse Washington, D. C. 20044

or contact: (202) 606-0500
(888) 767-6738
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Retirement Application Process

Getting Answers to

Retirement Questions:

Note:

Or contact:

Receipt of First
Annuity Check:

For information on topics not listed in the chart,
contact:

U.S. Office of Personnel Management
Retirement Operations Center
Boyers, PA 16017

(202) 606-0500
(888) 767-6738

When an employee separates for retirement, the agency
personnel and payroll offices generally have 30 days to
complete the processing of the retirement package before
it is forwarded to the Office of Personnel Management
(OPM).

When OPM receives the retirement package from the
agency, it will send an acknowledgment letter to the
retiree that provides him or her with the 7-digit CSA
number (claim number)®. All inquiries to OPM must
contain this number.

Approximately 2-4 weeks after OPM receives the
retirement package, a special payment check
(interim check) will be sent to the annuitant. The
special payment will represent approximately 80-
95% of the annuitant’s full annuity rate. Once the
claim is fully adjudicated, the annuitant is paid an
amount equal to the difference between what s/he
received in special payments and the amount to
which s/he is entitled during the period of special
payments.

The annuitant will also receive a Retirement
Benefits Booklet explaining his or her benefits’.

SRefer to the sample acknowledgment letter at the beginning of this module.

'Refer to the sample Retirement Benefits Booklet at the end of this module.
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Retirement Application Process

The annuitant will not receive a booklet every
month. OPM will provide the annuitant with a
new booklet when the amount of his or her
benefits change (i.e., cost-of-living adjustment,
change in health benefits premiums, etc.)

Direct Deposit of

Annuity Checks: Annuitants must utilize direct deposit for
monthly annuity checks unless the annuitant
declares in writing that s/he does not want to
participate in direct deposit, and requests that
the monthly check be sent to a home address.

Federal Income

Tax Withholding: As noted in Module 8, OPM will forward a W-4P-
A, Election of Federal Income Tax Withholding
form, to each annuitant. [The form allows the
annuitant to elect to have Federal tax withheld
or to not have Federal tax withheld based on the
number of exemptions which s/he indicates.]
During January of each year, OPM will mail
a Form CSA-1099R), Statement of Annuity Paid,
to be used by the annuitant when filing Federal
Income Tax returns.

State Income

Tax Withholding: If retirees want to have state tax withheld from
their annuity, they should contact OPM directly
at 1-888-767-6738. Retirees need to provide
OPM with a CSA number, the state from which
they want taxes withheld, and the dollar amount
they want withheld. Retirees do not need to
provide a tax status (e.g., married with 3
exemptions, etc.)
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Retirement Application Process

Retirement Application
Process Questions:

Questions/Comments: Answers:
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Survivor Benefits

Module 5: Survivor Benefits

Objectives:

. Identify who may be eligible to receive a survivor
benefit under FERS;

. Explain the types of benefits payable to
survivors of deceased Federal employees

. Identify the types of survivor benefit elections

™ that can be made by employees at retirement;

Explain the types of benefits payable to
survivors of deceased Federal retirees under
FERS;

. Describe how court-ordered survivor annuities
can affect survivor benefit elections made by
retiring employees under FERS.
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Survivor Benefits

Benefits Payable
to Survivors of
Deceased FERS
Employees:

—
FERS

Spouse:

When a FERS employee dies while working in Federal
service, survivor benefits may be payable to a spouse,
former spouse, and eligible children, provided that
certain eligibility requirements are met.

For survivor benefits to be payable, the deceased FERS
employee must have:

. Completed at least 18 months of creditable
civilian service; and

. Died while subject to FERS.

To be entitled to receive survivor benefits, survivors of
a deceased FERS employee must also meet certain
eligibility requirements.

Former Spouse: Children:

Must be married to the
employee at the time of
death; and

Must have been married to
the employee for at least 9
months; unless,

. a child was born of
the marriage; or

. the death was
accidental.

AND, there must not be a
court order awarding the
total survivor annuity to a
former spouse

Must have been married to Must have been dependent

the deceased employee for at
least 9 months; and

The marriage was terminated
prior to the employee’s
death; and

The former spouse was
awarded a survivor benefit
by a qualifying court order.

on the employee at the time
of death;

Must be unmarried;

Must be under age 18; or age
18-22 and a full-time
student; or

Must be over 18 and
incapable of self-support due
to a disability that occurred
prior to age 18.
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Survivor Benefits

Types of
Benefits Payable

Under FERS:

There are three types of survivor benefits payable to
survivors of deceased FERS employees:

—
FERS '

. Survivor Annuity

Basic Employee Death Benefit (BEDB)

Lump Sum Benefit

Basic Employee

Death Benefit: The Basic Employee Death Benefit is payable to the spouse

(or former spouse) of a deceased employee who met certain
eligibility requirements upon the date of death. Refer to the
table below for a list of the eligibility requirements and the
amount of the benefit:

FERS Employee
Requirements

Surviving Spouse
Requirements

Amount of the Benefit

The deceased employee must

have completed 18 months of

creditable civilian service;
AND

Died while subject to FERS.

The surviving spouse must
have been married to the
employee for at least 9
months, unless;

. A child was born of
the marriage; or the

death was accidental.

In addition, there must not
be a court order awarding
the BEDB to a former
spouse.

The BEDB is equal to
$15,000 increased by all
CSRS COLA’s since
12/1/87.

The 2001 BEDB amount,
which became effective on
12/1/00 is $23,386.98

Plus
S50% of the employee’s final

salary or high-3 average
salary, whichever is greater.
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Survivor Benefits

Basic Employee
Death Benefit
Payment Options:

—
FERS

FERS Survivor
Annuity:

The surviving spouse (or former spouse) must
elect one of two payment options to receive the
BEDB:

. A lump-sum payment; or,
. 36 monthly installments

If option #2 is elected, interest is paid on the
monthly installments. The spouse can, at any
time, cancel the monthly installments and receive
a lump sum payment of the unexpended balance.
Interest will stop on the last payment.

The BEDB is fully taxable.

A survivor annuity is a monthly recurring benefit
payable to a spouse, former spouse, and/or
eligible children who meet the eligibility
requirements upon the employee’s death.

In order for a FERS survivor annuity to be
payable, the deceased FERS employee must:

° Have completed at least 10 years of total
creditable service (18 months civilian); and

° Died while subject to FERS.

A table listing the benefits payable to spouses
and former spouses is on the following page.
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Survivor Benefits

—
FERS

Spouse/Former Spouse Survivor Benefit Under FERS

. Amount of the
benefit:

. When the benefit
begins:

. When the benefit
ends:

FERS Children’s
Survivor Annuity:

Amount of a

A survivor annuity for a spouse/former spouse is
computed as if the employee retired optionally with
no age reduction on the date of death. The spouse is
entitled to receive 50% of the deceased employee’s
basic annuity. (Refer to the FERS computation
section in Module 3 to determine how the benefit is
computed.

The survivor annuity begins the day after the
employee’s death.

The survivor annuity ends upon the spouse’s or
former spouse’s death, or remarriage prior to age 55
(unless the marriage lasted 30 years or more). The
survivor annuity may be reinstated if the spouse’s
remarriage terminates.

Note: if a former spouse’s remarriage terminates,
s/he cannot have the survivor annuity reinstated.

Under FERS, a monthly survivor annuity is
payable to dependent children upon the death of
an employee or retiree. This annuity is provided
by law; an employee (or retiree) does not have to
elect it. Both the deceased FERS employee and
the child must meet certain eligibility
requirements for the child to receive a survivor
annuity.

The eligibility requirements for employees and
their children are listed in the chart below.
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Survivor Benefits

FERS Children’s
Survivor Annuity:

The amount of a FERS children’s survivor

annuity is a specific amount that is established
by law and increased by CSRS COLA’s each
year. This benefit is payable in addition to any
survivor benefit paid to a spouse as reflected

below:

Single Orphan:

Double Orphan:

When a child has a living parent who was
married to the employee (or retiree), the
benefit payable to that child is usually the
lesser of:

1. $369 per month per child (up to 3
children); or,

2. $1,107 per month divided by the
number of eligible children.

Social Security
Survivor Benefits:

When a child has no living parent who was
married to the employee (or retiree), the
benefit payable to that child is usually the
lesser of:

3. $ 442 per month per child (up to 3)

4. $ 1.329 per month divided by the
number of eligible children.

A monthly FERS survivor benefit payable to any child of

a deceased FERS employee (or retiree) is reduced, or
offset, by the total amount of any Social Security
survivor benefit payable to all children based on the
Social Security earnings of the deceased employee (or

retiree).

In many cases, the FERS children’s survivor

annuity is reduced to zero.

Under FERS, a children’s annuity rate equals:

U the total amount payable to all children under
FERS;
U minus the total amount payable to all children

under Social Security;

U divided by the number of eligible children.

Refer to the sample computations on the following page:
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Survivor Benefits

FERS Children’s

Survivor Annuity FERS
Examples:

Sample #1 FERS Children’s Survivor Annuity Computation

. 2 eligible children under age 18
SSA Monthly Benefit =$900 FERS Monthly Benefit = $738
($369 x 2 = $738)
FERS Monthly Benefit $738
Minus
SSA Monthly Benefit -$900
FERS Benefit Payable ZEro

Sample #2 FERS Children’s Survivor Annuity Computation

1 eligible child under age 18
1 eligible child over 18 (full-time student); not eligible for SSA

SSA Monthly Benefit =$450 FERS Monthly Benefit = $738
($369 x 2 = $738)
FERS Monthly Benefit $738
Minus
SSA Monthly Benefit -$450
FERS Benefit Payable $288/2 = $144 per child

Child under 18 gets $594 per month from SSA and OPM
Child over 18 gets $144 per month from OPM; no SSA is payable
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Survivor Benefits

Lump Sum
Payment
Under FERS:

Note:

If there is no eligible survivor entitled to receive a
FERS survivor annuity, then the lump-sum payment is
paid to the person(s) entitled based on the order of
precedence as reflected below:.

oo oood

Designated Beneficiary (SF 2808)
Widow or Widower

Child or children in equal shares
Parents

Executor or Administrator of the estate
Next of Kin

Under FERS, the lump sum payment consists of the
unrefunded amount of the following:

retirement deductions (including CSRS
interim and CSRS Offset deductions)
withheld from the employee’s pay;

deposits for civilian service performed
prior to 1/1/89;

deposits for post-56 military service;
the variable rate of interest on deductions

and deposits if the service covered totals
at least one year.

The FERS Basic Employee Death Benefit is not a
survivor annuity; therefore, a surviving spouse can
also be paid the lump-sum credit if that person is
entitled under the order of precedence.
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Survivor Benefits

Benefits Payable to

Survivors of
Deceased Former
FERS Employees:

—
FERS

When a former employee separated from Federal
service, left his/her retirement contributions in
the fund, and died before becoming eligible for
retirement benefits, survivor benefits may be paid
as reflected below:

Conditions for Payment of Benefits to Survivors of Deceased Former FERS Employees

If:

And:

Then:

The deceased former
employee had
performed at least:

10 years of creditable
service;

AND

S of those years were
civilian service covered
by deductions or
deposits, or part of a
CSRS component:

The deceased former
employee is survived by a
spouse who:

Was married to the
deceased employee on the
date of separation,;

AND

Had been married for at
least 9 months, or was the
natural parent of the
deceased’s child:

The surviving spouse can elect:

Lump-sum credit
OR

A survivor annuity.

The surviving spouse could
not begin receiving the
annuity until the deceased
former employee’s eligibility
date for the deferred benefit
(if living).

OR
A reduced survivor annuity.
The surviving spouse could

begin receiving the reduced
annuity the day after death.
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Survivor Benefits

Types of Benefits
Payable to Survivors
of Deceased FERS

Annuitants:

The chart below lists the types of benefits
payable upon the death of a FERS annuitant.

Types of FERS Benefits Payable Upon the Death of an Annuitant

Survivor Annuity

A survivor annuity is payable to a spouse or former spouse in
accordance with the retiree’s annuity election, or in accordance with a
qualifying court order.

Insurable Interest

An insurable interest survivor annuity is payable if elected by the

Annuity retiree at retirement.
Children’s A children’s annuity is automatically provided by law. There is no
Annuity election required.

Accrued Annuity

An accrued annuity is payable under the order of precedence. The
accrued annuity equals the amount of the annuity which is unpaid
and due to the annuitant as of the date of death.

Lump-sum Credit

A lump sum credit is payable under the order of precedence if:

. No one is entitled to receive a survivor annuity; and

. The retiree had not received annuity payments in excess of
his/her lump-sum credit.

FERS Survivor

Annuity:

When a FERS retiree dies, a survivor annuity may
be payable to the deceased retiree’s spouse, former
spouse and eligible children, provided that certain
eligibility requirements are met.

For a FERS survivor annuity to be payable (other
than to eligible children), the deceased retiree
must have:

. elected a reduced annuity to provide the survivor
benefit.
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FERS Survivor
Annuity:

The retiring FERS employee will indicate the type of

survivor election s/he wishes to make by completing
section D of the SF 3107 Application for Retirement.

The eligibility requirements for potential beneficiaries
to receive a survivor annuity are listed in the chart

below:

Spouse

Former Spouse

Children

1. Must be married to
the annuitant at the
time of the
annuitant’s death;
and,

2. Must have been
married to the
annuitant for at least
9 months; or

3. A child was born of
the marriage; or

4. The death was
accidental.

AND

There must not be a court
order awarding the total
survivor annuity to a former
spouse.

Must have been
married to the
annuitant for at least 9
months;

Must have been
married to the retiree
on or after 5/7/85;
and,

The marriage was
terminated prior to the
retiree’s death; and,

The retiree elected to
provide a survivor
annuity to the former
spouse; or

The former spouse was
awarded a survivor
annuity by a qualifying
court order.

Must have been
dependent on the
annuitant at the
time of death;

Must be unmarried;
Under age 18; or

Age 18-22 and a
full-time student; or

Over age 18 and
incapable of self-
support due to a
disability that
occurred prior to
age 18.

Under FERS, the maximum combined total of all survivor benefits
cannot exceed 50% of the unreduced basic annual annuity.

Children’s benefits are automatically provided by law to eligible
children. An election for children’s survivor benefits is not required.
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FERS Survivor

Benefit Elections: Under FERS, a retiring employee, whether married or
single, can choose from several types of survivor
benefit elections.

Survivor Benefit Elections for Survivor Benefit Elections for

Married Employees

Single Employees

Maximum survivor annuity for
a current spouse (or former
spouse);

Less than maximum survivor
annuity for a current spouse
(or former spouse);

Self-only annuity;

Insurable Interest Survivor
Annuity;

Combination current/former
spouse annuity

Self-only annuity;

An insurable interest survivor
annuity;

A survivor annuity (maximum
or less than maximum) for a
former spouse;

A combination survivor annuity
for former spouses.
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Amount of
the Survivor

Benefit: Under FERS, if a retiring employee elects the full
survivor benefit for a current spouse (or former
spouse):

E . The annuity will be reduced by 10% to

provide the election; and,

. Upon the annuitant’s death, the surviving
spouse (or former spouse) will receive 50%
of the basic annual annuity.

If a retiring employee elects the partial survivor
benefit for a current spouse (or former spouse):

. The annuity will be reduced by 5% to
provide the election; and,

. Upon the annuitant’s death, the surviving
spouse (or former spouse) will receive 25%
of the basic annual annuity.

Refer to the examples of FERS survivor benefit
reductions on the following page.
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FERS Survivor

Benefit Elections:

—
FERS

FERS Full Survivor Benefit

Assume retiring employee's benefit is $9000 per
yr.
Reduction for survivor benefit is x 10%
Total Annuity Reduction $ 900

Retiree's annuity

after reduction: $9,000 - 900 = $8,100 per
yr.

Survivor annuity: $9,000 x 50% = $4,500

FERS Partial Survivor Benefit

Assume retiring employee's benefit is $9,000 per yr.
Reduction for survivor benefit is X 5%

Total Annuity Reduction $ 450
Retiree's annuity
after reduction: $9,000 - $450 = $8,550 per yr.
Survivor annuity: $9,000 x 25% = $2,250
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Spousal Consent
Requirement:

—
FERS

Note:

FERS Survivor
Benefits for
Former Spouses:

—
FERS

At retirement, if a married employee does not wish to
provide the maximum survivor annuity for a current
spouse, s/he must obtain the spouse’s consent for a
lesser election.

Spousal consent is given on the SF 3107-2, Spouse’s
Consent to Survivor Election. This form is provided in
addition to the SF 3107, Application for FERS
Retirement. This form must be signed and dated by
the current spouse in the presence of a notary.

If a retiring FERS employee elects a self only annuity,
both the employee and the spouse must complete the
Attachment to the SF 3107.

In unusual circumstance, OPM may waive the spousal
consent requirement. Contact your agency benefits
officer if you have questions about spousal consent
requirements.

A former spouse under FERS may receive a survivor
annuity in one of two ways:

. Through a qualifying court order; or,

. Through a survivor election made by the
employee at retirement.

Module 5

© Graduate School, USDA 2001 90



Survivor Benefits

Court-Ordered
Benefits:

—
FERS

Termination of
Survivor Benefits:

Can the Survivor
Annuity Election
Be Changed?

The former spouse of a retiring FERS employee
may be awarded a full or partial survivor annuity
based on a qualifying court order. OPM must
honor the terms of the court order regardless of
whether the retiring employee has made other
survivor elections.

Survivor benefits for spouses and former spouses
will terminate upon one of the following events:

O The spouse’s or former spouse’s death; or

L] The spouse’s or former spouse’s
remarriage before 55 (unless the marriage
lasted 30 years or more.)

If the spouse’s remarriage later ends in divorce,
the survivor annuity can be reinstated. If a former
spouse’s remarriage later ends in divorce, the
survivor annuity cannot be reinstated.

A retiree can revoke or change the survivor
election made without penalty if, not later that 30
days after the date of the first regular annuity
check, the retiree files a new written election with
OPM. The retiree must obtain his/her spouse’s
consent for any changes in the election that will
not provide the maximum survivor annuity for the
spouse.
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Types of Changes:

Marriage after

Retirement:

Death of
Spouse:

Insurable Interest
Survivor Annuity:

A retiree may request , in writing , to changes a current
spouse survivor election with 18 months after the
commencing date of the annuity. If a less-than-
maximum annuity or self-only annuity is elected at
retirement, the retiree may increase the amount within
18 months after retirement. The additional reduction in
the annuity, plus interest, will be retroactive to the
retirement date.

Generally, if a retiree marries after retirement, the retiree
may elect within two years of the marriage a survivor
benefit for the current spouse. The reduction in the
annuity, plus interest, to provide the survivor benefit for
the spouse will be retroactive to the retirement date.

If the spouse or former spouse pre-deceases the retiree,
s/he can have the annuity payment recomputed to
eliminate the reduction in the annuity for the survivor
benefit.

If the spouse or former spouse pre-deceases the retiree,
the retiree should contact OPM to report the death. The
retiree will also need to provide documentation of the
spouse’s death.

Another potential survivor benefit payable under FERS
is the insurable interest survivor annuity. An insurable
interest survivor annuity is a recurring monthly benefit
payable to an individual who has an insurable interest
in the retiree.
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Examples of insurable interests include:

current spouse or former spouse;

a Fianceé,;

a blood relative closer than first cousin.

The retiree must take a reduced annuity to provide an
insurable interest survivor annuity. The reduction
amount depends on the age difference between the

retiree and the person named as the insurable interest.
Refer to the chart below.

Cost of an Insurable Interest

Age of Person Named in % Reduction
Relation to that of the in Annuity
Retiring Employee

d Older, same age or less

that 5 years younger 10%
d S but less than 10 years younger 15%
a 10 but less than 15 years younger 20%
d 15 but less than 20 years younger 25%
a 20 but less than 25 years younger 30%
Q 25 but less than 30 years younger 35%
Q 30 or more years younger 40%
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Refer to the example of an insurable interest
reduction below.

U Retiring employee's basic annuity: $24,000

U Retiring employee elected insurable interest survivor annuity for
a person 8 years younger.

Computation of reduction:
15% x $24,000 = $3,600
Annuity after Reduction: $20,400

Insurable Interest Survivor's Annuity:
55% of $20,400 (reduced annuity) = $11,220

Types of Benefits
FERS Lump
Sum Benefits:

—
FERS

A retiree’s contributions are paid to a survivor
(or survivors) in a lump sum if there is no one
eligible to receive a survivor annuity.

The retiring employee can designate a beneficiary
by completing the SF 3102, Designation of
Beneficiary for Lump Sum Retirement
Contributions. The retiring employee should verify
whether there is an existing SF 3102 on file before
retiring.
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Survivor Benefits

A
Questions: FERS

Questions/Comments: Answers:
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., Y
FERS

Questions/Comments: Answers:
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Module 6: Health Benefits and Life
Insurance (FEHB/FEGLI)

Objectives:

—r
FERS

Identify important features of the Federal
Employees’ Heath Benefits program (FEHB);

Explain eligibility requirements to continue
FEHB coverage into retirement;

Describe FEHB coverage options and costs for
annuitants;

Explain options if not eligible to continue FEHB
coverage into retirement;

Identify features of the Long-Term Care
Insurance Program;

Explain important features of the Federal
Employees’ Group Life Insurance Program
(FEGLI);

Explain eligibility requirements to continue
FEGLI coverage into retirement;

Explain FEGLI post-retirement coverage options
and costs of premiums;

Explain methods of payment options for FEGLI
benefits.
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Federal Employees'’
Health Benefits (FEHB)

Program:

Program

Highlights: The Federal Employees’ Health Benefits Program (FEHB)
became effective in July 1960. Both CSRS and FERS
employees and annuitants can elect to participate in
FEHB. FEHB coverage is identical under CSRS and
FERS.

FERS FEHB offers several benefits for its participants, such

as:
. Guaranteed coverage;
. Coverage without a medical exam;
. Coverage without restrictions because of

physical conditions;

. Choice of insurance plans and options;

. Government contributions;

. Long-Term Care Insurance®

. Temporary coverage if enrollment terminates;
. Coverage for retirees (if eligible);

. Coverage for survivors (if eligible).

*The Long-Term Care Insurance Security Act was passed in September 2000. The
program is expected to go into effect no later than October 2002.
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Types of

Plans: FEHB offers two types of insurance plans for its
participants.
A. Fee-for-service plans; and,

B. Prepaid plans

Federal Employees'’
Health Benefits (FEHB)
Program:

Types of
Plans: Fee-for-service plans reimburse the enrollee or health

care provider for services. Under a fee-for-service plan,
the enrollee may choose his or her own doctor, hospital,
or specialist(s), if needed.

Prepaid plans are health maintenance organizations
(HMO’s/CMP). HMO plans provide medical care through
designated plan physicians, hospitals and specialists.
Prepaid plans are also organized geographically, which
means that to participate in a certain prepaid plan, the
enrollee must live in the enrollment area for a specific
plan.

Types of
Enrollments

and Options: Under FEHB, there are two types of enrollments:
A. Self-only coverage; and,
B. Self and family coverage.
Under self and family coverage, participants can cover
eligible family members. Family members are entitled

to the same benefits as the enrollee. For FEHB
purposes, family members include the following:
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Federal Employees'’

. Spouse;

. Unmarried dependent children under age 22 (this
includes legally adopted children, recognized
natural children, and step-children, grandchildren
and foster children who live with the employee in
a parent-child relationship);

. Unmarried dependent children age 22 or older
who are incapable of self-support due to a
disability that existed prior to age 22.

Health Benefits (FEHB)

Program:

Types of
Enrollments

and Options:

Note:

Under FEHB provisions, a former spouse is not
considered a family member. A former spouse,
however, may be able to obtain FEHB coverage under
the spouse equity provisions or through temporary
continuation of coverage.

For more information about health benefits coverage
for former spouses, check with your agency personnel

office.

FEHB also provides two types of enrollment options for
its participants:

. High option; and,
. Standard option
FEHB identifies the health benefits carriers and the

type of enrollment and option by a code. The first two
digits of the code identify the health carrier; the last
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digit of the code identifies the enrollment and option:

. 1 = self only, high option;

. 2 = family, high option;

. 3 = self only, standard option;
. 4 = family, standard option
Continuing FEHB
Coverage into
Retirement: Under CSRS and FERS, retiring employees may
continue health benefits coverage into retirement if
they:
A. Are insured on the date of retirement;
B. Retire on an immediate annuity;
C. Have been enrolled (or covered as a family
member) under the FEHB program for:
—_—t D. 5 years immediately preceding retirement?;
FERS or,
4 Since their first opportunity to enroll in
FEHB.
Waivers of the
5-Year
Requirement: The 5-year requirement may be waived by OPM in

special circumstances. To be considered for the
waiver, an employee must be enrolled in an FEHB plan
at the time of separation for retirement, and, generally,
the employee must request the waiver by writing to
OPM.

’Coverage under CHAMPUS and Tri-Care can be included towards the 5-year coverage
requirement; however, the employee must be enrolled in an FEHB program and the insurance
must be in effect at the time of retirement.
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Continuing FEHB
Coverage into
Retirement:

Waivers of the

5-Year Requirement:

OPM has recently amended its waiver policy for
employees who work for agencies that have, or will be,
offering individual buyout authority (Voluntary
Separation Incentive [VSIP] legislation differs among
agencies.) Under OPM’s amended policy, OPM will grant
pre-approved waivers to employees who meet certain
requirements. The requirements are listed on the next

page.

To qualify for a pre-approved waiver:

4 The employee must have been continuously
covered under FEHB since October 1, 1996, or
the beginning date of the agency’s latest buyout
authority, whichever is later;

4 Retire during the agency’s buyout period; and,

a Receive a buyout under the agency’s buyout
authority; or,

4 Retire under the early-out authority in the
agency; or
4 Retire under an involuntary separation.

If you retire on a regular optional retirement during a
buyout period, but do not qualify for a VSIP, you will
not be eligible for a pre-approved waiver of the 5-year
requirement. You may still write to OPM to request a
waiver, but OPM gives consideration to these waivers
on a case-by-case basis. Waivers should be sent to the
following address:
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Note:

Continuing FEHB
Coverage into

Office of Personnel Management
Retirement and Insurance Service
Office of Retirement Programs
1900 E Street, NW

Washington, DC 20415-3532

Annuitants can also continue FEHB coverage for their
eligible family members.

If an annuitant does not elect a survivor benefit for a
current spouse, the spouse will not be eligible to
continue the health benefits coverage upon the death
of the annuitant.

Retirement:
Premium
Payments: Generally, if annuitants are eligible to remain in the

FEHB program, they pay the same premiums as

employees. There is, however, a difference in the way in

which the premiums are withheld. Premium conversion

became effective for Federal employees in October 2000.

X Premium conversion allows the FEHB premiums
for employees to be withheld before taxes are
deducted (pre-tax payments, just like TSP
contributions.)

X Premium conversion helps to lower an employee’s
taxable income. Annuitants, on the other hand,
continue to have their FEHB premiums deducted
after taxes have been applied.
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Coverage as an
Annuitant:

Continuing FEHB
Coverage into
Retirement:

Coverage as an
Annuitant:

Reemployed annuitants and survivor annuitants enrolled
in FEHB coverage may be eligible to participate in
premium conversion. If you become a reemployed
annuitant or a survivor annuitant (and you are a Federal
employee working in a position that allows you to have
FEHB coverage), talk with your agency benefits
counselor to determine whether you could participate in
premium conversion.

If the annuity is insufficient to cover costs of the
insurance premiums, payments of the premiums may
be made directly to OPM.

Annuitants are also entitled to the same benefits as
employees, except that annuitants are generally not
permitted to enroll or-re-enroll for coverage after
retirement.

At age 65, annuitants who are Medicare-eligible may
suspend health insurance (FEHB) coverage in order to
enroll in a Medicare-approved Health Maintenance
Organization (HMO), and may subsequently re-enroll in
FEHB if they later decide to cancel the Medicare-
approved HMO. If FEHB coverage is canceled, it cannot
be reinstated. In 2001, Medicare premiums for Part B

coverage are $50.00 per month, per person. There is
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also a $100.00 deductible.

Temporary

Continuation

of FEHB

Coverage: What are my options if I am not eligible to
continue my health benefits into retirement?

Under CSRS and FERS, if an employee is not eligible
to continue FEHB coverage into retirement, s/he can
elect Temporary Continuation of Coverage (TCC) under
the FEHB program. TCC is extended to:

A. Individuals whose FEHB enrollment terminates
upon separation from Federal service; and,

B. Family members whose coverage terminates
upon losing status as an eligible family member.

Notification: When an employee separates from Federal service, the
employing agency must notify the separated
employee/retiree of the opportunity to enroll in TCC
within 61 days after separation. The employee/retiree
must enroll in TCC within 60 days of notification (or
separation, if later).

When an employee/retiree enrolls in TCC, the
enrollment becomes effective the day after the 31-day
extension of FEHB coverage ends.
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Temporary
Continuation
of FEHB

Coverage:

Costs of TCC:

Conversion to a

Non-group Policy:

For separated employees, TCC terminates 18 months
after the date of separation from service. A TCC
enrollee will have a 31-day extension of TCC upon
termination of coverage.

Family members may be eligible to continue TCC for
up to 36 months.

Upon separation from Federal service, if an annuitant
is not eligible to continue FEHB into retirement and
plans to enroll in TCC:

. The annuitant must pay his/her share of the
premiums and the Government’s share, plus

. A 2% administrative charge.

If an individual loses FEHB coverage other than by
cancellation, s/he has a 31-day temporary extension
of coverage at no cost, then s/he can convert to a non-
group plan. This also applies to family members who
lose coverage other than by the employee’s voluntary
cancellation. Under a conversion contract, many
plans generally provide few benefits, and premium
rates are more expensive.
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Long-Term
Care Insurance:

The Long-Term Care Security Act was signed into law
on September 19, 2000. This program is the first new
benefit program offered to Federal employees since
FERS (and the TSP) were introduced in June 1986.

Long-Term Care Insurance, or LTC, will pay benefits to
cover services that individuals may need because they
are unable to care for themselves due to a chronic
mental or physical condition. The program will offer a
flexible benefits package covering a variety of services,
such as:

| nursing home care;
1 home health care;
M| assisted living facilities; and,

a adult day care.

Federal employees, retirees, active members of the
Uniformed Services and their qualified family members
will be eligible to enroll in the program. When the
program is in place, which is expected to be no later
than October 2002, agencies will notify eligible
participants and tell them the procedures for enrolling
in LTC coverage.

The cost structure of the program has not been
established yet. It is expected that costs will depend
on:

A. an individual’s age at the time of enrollment;
and,

B. the type of benefits package and options an
enrollee may select.

The Federal Government hopes to offer group rates
that are about 15-20% lower than comparable
individual policies.
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Enrollees will have premiums withheld from their
salary or their annuity. Enrollees who do not have a
Federal salary or annuity will be able to pay direct
premiums to the insurance carrier. Also, there will be
no government contribution; Enrollees will have to pay
100% of the costs.

Module 6
© Graduate School, USDA 2001 108



Health Benefits & Life Insurance

Federal Employees
Group Life Insurance
(FEGLI):

Background: The Federal Employees’ Group Life Insurance Program
(FEGLI) was enacted in 1954. FEGLI provides group
term life insurance coverage for Federal employees,
retirees, and their family members. In general, FEGLI
offers the following to its enrollees:

FERS . No cash value, no loan privileges;
. No medical exam required;

. No waiting period to enroll.

In 1968, FEGLI introduced Standard (Option A)
insurance, which is an additional $10,000 of life
insurance coverage. In 1981, FEGLI introduced Option
B (Additional optional insurance), which allowed
participants to elect multiples of their life insurance from
1-5 times their basic pay. In 1981, FEGLI also
introduced Option C (Family coverage), which allowed
Federal employees to elect life insurance coverage for
their eligible family members (spouse-$5,000; children-
$2,500 per child). In 1999, FEGLI expanded Option C
coverage to allow participants to elect family coverage
from 1-5 times the amount of the base (spouse-$5,000;
children-$2,500).

In 1995, FEGLI introduced special provisions life
insurance - assignments and living benefits.
Assignments and living benefits will be addressed later
in this module.
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FEGLI Coverage:
Basic Coverage:

Option A
Standard:

FEGLI basic life insurance coverage equals an
employee’s annual basic pay, rounded to the next
thousand dollars, plus an additional $2,000. As a
result of P.L. 105-311, there is no maximum dollar
amount for basic life insurance. Some additional
features of FEGLI basic insurance include:

. Coverage is automatic, unless it is waived using
the SF 2817 (Life Insurance Election Form);

. There is extra coverage if the employee is under
age 45 at death;

. Employees have Additional Death &
Dismemberment Insurance (this coverage is
dropped at retirement)'’;

. Basic premiums are deducted from employee’s
paychecks (biweekly) and from annuity checks
(monthly).

Option A Coverage is a standard $10,000 policy.
Option A coverage is not automatic; it must be elected
at entry into Federal service (or during a FEGLI open
season). The election for Option A is made on the SF
2817, Life Insurance Election Form. Option A also has
Accidental Death & Dismemberment Insurance, but
this coverage is dropped at retirement.

""FEGLI recently added conditions for payment of the AD&D benefit. If an employee is
intoxicated and dies in an accident, FEGLI will not pay accidental death benefits. This includes
AD&D benefits payable under Option A coverage.
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Option B
Additional:

FEGLI Coverage:

Option C
Family:

Option B Coverage is available in multiples of one to
five times the annual basic pay, rounded to the next
thousand dollars. Option B coverage is not automatic;
it must be elected at entry into Federal service, or
within 60 days of an event that allows the employee to
enroll in Option B coverage (marriage, birth of a child),
or coverage can be elected during a FEGLI open
season.

Option C insurance is available for family members.
An employee can enroll in Option C and elect coverage
for a spouse ($5,000) or coverage for eligible children
($2,500 per child). Coverage is not automatic; it must
be elected at entry into Federal service, or within 60
days of an event (marriage, birth of a child), or during
a FEGLI open season.

During the FEGLI open season'' which was held in
1999, employees were able to elect Option C coverage
in multiples of one to five times the coverage amount.
This means that the maximum coverage for a spouse
is $25,000; the maximum coverage for each eligible
child is $12,500.

""New FEGLI regulations have recently changed “open enrollment period” to “open
season” to make the term more consistent with common usage. FEGLI open seasons will not
become annual events; they will continue to be occasional events, as scheduled by OPM.
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Assignment

of Life

Insurance: Effective October 3, 1994, Public Law 103-336 amended
the life insurance law to allow all employees and
annuitants enrolled in FEGLI to assign, by viatical
settlement, their life insurance to another person(s) or
trust(s). Previously, the right to assign life insurance
was limited to Federal judges. Assigning life insurance
means that the employee or annuitant agrees to give up
ownership of Basic Insurance, Option A and Option B.
Option C coverage cannot be assigned.

Assignment

of Life
Insurance: The decision to assign life insurance may be made for
the following reasons:

. To comply with a court order;

. For inheritance tax purposes;

. To obtain cash before death;

. To satisfy a debt.

An assignment can never be changed or canceled by
an employee or annuitant. If the life insurance is
assigned, premiums must continue to be withheld

from the salary or the annuity. An assignee does not
have the right to cancel the assignment.
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FEGLI Living
Benefits Act:

Note:

The FEGLI Living Benefits Act (Public Law 103-409)
effective July 25, 1995, provides that Basic FEGLI
benefits can be paid before death if the employee or
annuitant has a life expectancy of 9 months or less.
The FEGLI Living Benefits Act applies only to basic life
insurance.

Living benefits can be elected in full or partial
payments (partial payments must be in multiples of
$1,000). If full Living Benefits are elected (the only
option available to annuitants), then the premiums for
basic life are discontinued. In addition, if full payment
is elected, no benefits for basic life insurance will be
payable at death.

If partial living benefits are elected, the basic
insurance amount will be reduced to the remaining
amount, and cannot change. Therefore, when an
employee retires, s/he must elect no reduction on the
SF 2818.

An election of living benefits has no impact on optional
life insurance.

Refer to the chart on the following page.
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FEGLI Benefits

Viatical Settlement Agreement

FEGLI Living Benefit

Earliest Date
Available

October 3, 1994 (for all
enrollees)

July 25, 1995

Life Expectancy
Requirement

24 months or less

9 months or less

Insurance Involved

100% of Basic, Option A and
Option B (if held) (100% must be
assigned, although not
necessarily all to the same
person/firm)

100% of Basic (employees and
annuitants)

Part of Basic (employees only —
must be a multiple of $1,000)

Percentage of Face
Value Paid to
Employee/Annuitan
t

60% to 85%

The percentage varies, and is
negotiated with the Viatical
Settlement Firm (VSF)

94% (approximately)

Source of Payment

VSF to whom benefits are
assigned (sold)

FEGLI Program

Residual Life
Insurance Benefit

None, unless the VSF agrees to
accept only a percentage of the
assignment or to designate a
portion to a survivor

Option A and Option B, if held.

Remaining Basic for employees
who elect partial living benefits

Payment of

Employee or annuitant
continues to pay full premiums
and cannot cancel the
premiums.

Premium payments for Basic end
for annuitant and employees
who elect a full living benefit.

Premiums For employees who elect partial
VSF may agree to reimburse the | living benefits, premiums are
employee/annuitant directly for | prorated depending on the
premiums paid. amount of Basic remaining.
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Continuing FEGLI
into Retirement:

Basic: Under CSRS and FERS, retiring employees may
continue BASIC life insurance into retirement (not
accidental and dismemberment) if they:

4 Retire on an immediate annuity;
FERS | Are insured on date of retirement;
4 Have been covered for five years of service

immediately preceding retirement, or since their
first opportunity to enroll;

a Do not convert to an individual plan.

Note: CSRS and FERS employees and annuitants can pay
premiums directly to OPM to cover the cost of their life
insurance if their annuities (or paychecks) are
insufficient.

The amount of BASIC insurance payable upon death
is determined by rounding up the employee's final
salary to the next thousand and then adding $2,000.
For example, if the final salary is $47,200, round to
$48,000 and add $2000 for a total of $50,000 of basic
life insurance. [Note: Accidental Death and
Dismemberment insurance stops at retirement.]

Optional
Insurance: Under CSRS and FERS, retiring employees can
continue their optional insurance into retirement if:

. They are eligible to continue basic coverage;

. They are covered for the 5 years of service
immediately preceding retirement or since their
first opportunity to enroll;
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Continuing FEGLI
into Retirement:
Optional

Insurance:

Note:
Post-Retirement
Reductions:

75%
Reduction:

. For Option B coverage, the retiree can carry the
lowest multiples elected during the last five
years of employment.

CSRS and FERS employees and annuitants can
pay premiums for optional insurances directly to
OPM to cover the cost of their life insurance if
their annuities (or paychecks) are insufficient.

“How will my life insurance reduce after I
retire?”

At retirement, an employee may elect how s/he wants
the basic life insurance coverage to reduce; depending
on the election made, the basic coverage begins to
reduce at age 65. To make the election for post-
retirement basic life insurance coverage, the employee
must complete the SF-28I8, Election of Post-Retirement
Basic Life Insurance Coverage at time of retirement.
The employee has 3 options:

B. 75% Reduction
C. 50% Reduction
D. No Reduction

When the employee retires, the basic life insurance
coverage will remain in full force until age 65. When
the retiree is age 65, the insurance coverage reduces
by 2% per month down to 25% of amount in force at
time of retirement. Retirees will continue to pay
premiums until age 65. There will be no premiums
after age 65'.

'The Long-Term Care Insurance Security Act was passed in September 2000. The
program is expected to go into effect no later than October 2002.
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Post Retirement
Reductions:

75%

Reduction: Premiums for the 75% reduction are the same as those
paid by employees, currently $.3358 for each $1,000 of
coverage, and will be deducted from the monthly
annuity.

50%

Reduction: If a retiring employee elects the 50% reduction, the basic
coverage remains in full force until age 65. At age 65,
the basic coverage reduces at 1% per month down to
50% of the amount in force at the time of retirement.
Premiums are deducted from the annuity at $.9258 per
$1,000 of coverage. The month following the annuitant’s
65" birthday, the premium will be $0.59 per $1000 of
basic coverage (the full amount of the insurance).

No reduction: The retiring employee may also elect the no reduction
option, which means that the basic life insurance will
remain in full force and will not decrease. Premiums will
be deducted from annuity to cover full cost of additional
coverage. Currently, the premium will be $2.3758 per
$1000 of coverage until the annuitant reaches age 65.
The month following annuitant's 65th birthday, the
premium will be $2.04 per $1000 of coverage for the rest
of his/her life.

Costs for

Optional

Insurance: In general, premiums for the optional insurances are
due until the later of:

. Age 65; or,
. Date of retirement.
Retirees can elect to continue to pay premiums for

Options B and C at age 65. If the retiree elects to pay
premiums, then the coverage for the optional
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Costs for
Optional
Insurance:

Option A
Standard:

Option B:

insurance will remain in full force.

The retiree will have the option of canceling the
coverage later and having the full reduction applied to
the insurance.

The cost before age 65 increases every S years.

There is no cost after age 65, if retired; however, the
amount of the policy is reduced by 2% of the face
amount until the insurance reaches 25% of the face
value ($2,500). The reduction begins the later of:

. 2" month after reaching age 65; or
. 2™ month after retirement.

Additional insurance is based on the employee’s final
salary rounded up to the next thousand times a factor
between one and up to an elective of five times. There
is no accidental death and dismemberment clause on
this insurance.

Retiring employees and compensationers may elect to
continue Option B coverage on an unreduced basis by
continuing to pay premiums after age 65. Retirees and
compensationers may later cancel that election and
have the full reduction applied.

On the other hand, retiring employees and
compensationers may elect to take a reduced benefit
and continue to pay the premiums until age 65. After
age 65, retirees stop paying premiums and the Option
B life insurance is reduced by 2% per month for 50
months until it reaches no value (zero).
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Costs for
Optional
Insurance:

Option C:

The reduction in Option B begins the later of:
. 2™ month after reaching age 65; or

. 2" month after retirement, if age 65 or older

Family insurance provides coverage on your spouse
and eligible children. It is payable upon the death of
your spouse or eligible child. Employees can elect to
provide coverage from one to five times the amount
($5,000 for a spouse; $2,500 for each eligible child.)

Retiring employees and compensationers may choose
to elect unreduced Option C coverage by continuing to
pay premiums after age 65. You may later cancel that
election and have the full reduction taken.

On the other hand, retiring employees and
compensationers may elect to take a reduced benefit
and continue to pay the premiums until age 65. After
age 65, you stop paying premiums and the Option C
life insurance is reduced by 2% per month for 50
months until it reaches no value (zero).

The reduction in Option C begins the later of:
. 2™ month after reaching age 65; or

. 2™ month after retirement, if age 65 or older

Module 6

© Graduate School, USDA 2001 119



Health Benefits & Life Insurance

Premium
Rates:
Premium Rates for OPTIONAL Insurance (Free after 65 if retired*)
Option A-Std. | Option B-Addtl Option C-Family
($10,000 of (per $1000 of (per multiple)
coverage) coverage)
Age Group Monthly Monthly Monthly
Under Age 35 $0.65 $0.065 $0.59
Age 35 thru 39 0.87 0.087 0.74
Age 40 thru 44 1.30 0.13 1.00
Age 45 thru 49 1.95 0.217 1.30
Age 50 thru 54 3.03 0.325 1.95
Age 55 thru 59 5.85 0.672 3.14
Age 60 thru 64 13.00 1.517 5.63
Age 65+ Free Free* (see note #1) [ Free * (see note #2)

Note #1:

Note #2:

For annuitants who elected No Reduction for Option B, coverage
is NOT free for individuals who are age 65+. These annuitants
must continue to pay $1.517 monthly per $1,000 of coverage.

For annuitants who elected No Reduction for Option C,
coverage is NOT free for individuals who are age 65+. These
annuitants must continue to pay premiums according to the
table below:

Age 65-69 $6.50 per multiple

Age 70+ $7.37 per multiple

Rates are subject to change in the future.
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Payment of Life
Insurance Under
the Order of

Precedence: Prior to retirement, employees should verify whether
they have any FEGLI Designations of Beneficiary (SF
2823) on file in their Personnel Folder. Employees do
not have to complete an SF 2823 if they want their life
insurance benefits to be paid according to the Order of
Precedence, which is listed below.
Note: Court Orders supersede any prior designation made
(for court orders received on or after July 22, 1998).
Otherwise, the Order of Precedence is as follows:
. Designated Beneficiary (SF 2823) or Assignee (RI
76-10)
. Widow or Widower
. Children, divided equally
. Parents
. Executor or Administrator of the Estate
. Next of Kin
Method of
Payment: Effective January 4, 1994, FEGLI changed the manner
in which it pays life insurance proceeds to
beneficiaries:
a FEGLI beneficiaries receiving less than $7500
will receive a single check for the entire amount.
a Beneficiaries receiving $7500 or more will
automatically receive a money market account
checkbook. Their FEGLI proceeds will begin
earning interest immediately upon establishment
of the account. They may write checks for $250 or
more, up to the full amount in the account, as
soon as they receive their checkbook.
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FEHB and FEGLI
Questions:

—
FERS

Questions/Comments: Answers
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Social Security & Medicare

Module 7: Social Security and
Medicare Benefits

Objectives:

. Define key components and key terms in the
Social Security program.

—r
FERS

. Explain Social Security eligibility

requirements.

. Explain how Social Security benefits are
computed.

. Describe Medicare coverage eligibility

requirements for Federal retirees.
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Social Security
Benefits for
Federal Retirees:

Introduction:

—
FERS

“What monthly dollar amount can I
expect to receive from Social Security?

Social Security is a four-part national program
designed to provide partial replacement of earnings
which have reduced or ended due to retirement,
disability, or death of the wage earner. Since it was
never intended to be a full retirement plan, Social
Security does not replace all of your lost earnings.

There are four key components to the Social Security
system:

1. Retirement Insurance
2. Survivors Insurance
3. Disability Insurance
4. Health Insurance (Medicare)
Social Security
FICA & Medicare
Taxes:
Year FICA Benefits Medicare Total
1985 5.70 1.35 7.05%
1986/1987 5.70 1.45 7.15%
1988/1989 6.06 1.45 7.51%
1990 6.20 1.45 7.65%
1991/2001 no change

Maximum Earnings

Under Social
Security:

All employees who contribute to Social Security pay a
percentage of their salary for OASDI taxes and a
percentage for Medicare Part A. During a calendar
year, if an individual earns more than the maximum
amount of wages established by Social Security for
that year, s/he is not required to pay OASDI taxes for
the remainder of the calendar year. There is no
maximum earnings limitation for Medicare Part A.
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Maximum Earnings ™
Under Social FERS
Security: -

The reference table below provides the maximum
earnings for Social Security (OASDI) taxes:

Wage Base

1985 = $39,600

1986 = $42,000

1987 = $43,000

1988 = $45,000

1989 = $48,000

1990 = $51,300

1991 = $53,000 (plus Medicare on income up to $125,000)
1992 = $55,500 (plus Medicare on income up to $130,200)
1993 = $57,600 (plus Medicare on income up to $135,000)
1994 = $60,600 (plus Medicare on income - no limit)

1995 = $61,200 (plus Medicare on income - no limit)

1996 = $62,700 (plus Medicare on income - no limit)

1997 = $65,400 (plus Medicare on income - no limit)

1998 = $68,400 (plus Medicare on income - no limit)

1999 = $72,600 (plus Medicare on income - no limit)

2000 = $76,200 (plus Medicare on income - no limit)

2001 = $80,400 (plus Medicare on income - no limit)

— |
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Contribution
Amounts:

—r
FERS

The table below shows the percentage amounts that FERS employees
contribute to their retirement fund and to Medicare Part A beginning in

January 2001.

Retirement Date Retirement Medicare Total
Coverage Contributions Contributions
N FERS Fund (.8%) . o o
FERS 1/2001 OASDI (6.2%) Medicare (1.45%) 8.45%
FICA 1/1/2000 OASDI (6.2%) Medicare (1.45%) 7.65%
**Note: P.L. 106-346 rolls back FERS contribution rates for all

Social Security
Estimate:

employees to those rates that were in effect prior to January 1,
1999. The lower rates will become effective on the first day of
the first pay period beginning on or after January 1, 2001.

In order to calculate your Average Indexed Monthly Earnings
(AIME) and your Primary Insurance Amount (PIA), you will
need to obtain a statement of estimated earnings from the
Social Security Administration (a copy of the free request form
can be obtained from any Social Security office or from Social
Security’s web site at www.ssa.gov). Social Security will
automatically send an estimate statement to you about 3
months before your birthday each year.

Your estimate from the Social Security Administration will tell
you what you can expect to receive when you retire. It also will
provide disability estimates you might be eligible for, and
provide survivor benefit estimates payable to your family
members upon your death.

Module 7

© Graduate School, USDA 2001 126



Social Security & Medicare

Calculating
the Social
Security Benefit:

—
FERS

Eligibility for
Social Security
Benefits:

Note:

The key components for computing the Social Security
benefit are:

° Indexing actual earnings to today’s dollars;

o Averaging earnings subject to FICA taxes over
your entire career.

To qualify for Social Security benefits based on your
own earnings record, you must have performed a
minimum amount of work under Social Security. Your
work is measured in “quarters of coverage” or “credits.”
Credits are counted to determine the length of service
that is subject to Social Security. A maximum of four
credits can be earned during a calendar year.

Before 1978, a Quarter of Coverage was any calendar
quarter after 1936, in which you were paid $50 in
wages for work covered by Social Security. After
1978, the Social Security Administration no longer
measured earnings in calendar quarters. Instead,
Social Security specified that a certain dollar amount
must be earned during a calendar year to equate to
one credit of coverage. The table on the next page
illustrates these dollar amounts.
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Eligibility for ™
Social Security FERS
Benefits:
Year Earnings Year Earnings
1978 $250 1991 $540
1979 $260 1992 $570
1980 $290 1993 $590
1981 $310 1994 $620
1982 $340 1995 $630
1983 $370 1996 $640
1984 $390 1997 $670
1985 $410 1998 $700
1986 $440 1999 $740
1987 $460 2000 $780
1988 $470 2001 $830
1989 $500
1990 $520
Fully Insured: Being “Fully insured” means that you have paid enough into
the Social Security system to be eligible for full benefits. It
does NOT, however, govern the amount you are eligible to
receive. Individuals born in 1929 or later must have 40 credits
or quarters of coverage (equivalent to about 10 complete years
of work) to be fully insured. For those born before 1929, add
11 to the year of birth (e.g., Born in 1920: 20 + 11 = 31 - 31
quarters of coverage are needed to be fully insured).
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Eligibility for ™
Social Security FERS
Benefits: o
Currently
Insured: Being “currently insured” is a special situation which
allows widows, widowers, and their children to be eligible
to receive benefits if the worker should die before
becoming fully insured. The worker must have earned
at least 6 quarters of coverage (or the equivalent of 1-1/2
years of employment paying into the Social Security
system) during the last 13 quarters to be “currently
insured”at the time of death.
Full
Retirement Age
Requirements: Beginning with persons born in 1938 and later, the full
retirement age (FRA), or normal retirement age,
gradually increases from age 65, and will eventually
reach age 67 for persons born after 1959. The following
chart provides the Social Security full retirement age
requirements:
. Full
Year of Birth Retirement Age
Before 1938 65
1938 65 and 2 months
1939 65 and 4 months
1940 65 and 6 months
1941 65 and 8 months
1942 65 and 10 months
1943-1954 66
1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months
1960 and After 67
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Calculating
Your Benefit:

Step 1:

Average Indexed
Monthly
Earnings:

The AIME Equals:

—r
FERS

Social Security benefits are based on your earnings
averaged over most of your lifetime. The Social
Security Administration will compute your benefits as
follows:

First, Social Security will compute your “Average
Indexed Monthly Earnings” (AIME)-which is your
average earnings subject to Social Security taxes
during all of your employment throughout your career.

1. Your earnings are listed starting with the year
1951 (or the year you began working, if later).

2. Social Security computers will adjust earnings
from each year to take into account inflation in
average wages since the year you received them.
This process will index your earnings to make
them comparable to what they would be worth
in today’s dollars. Earnings are indexed through
the year before you file for benefits.

3. From the list of adjusted earnings, the highest
years of earnings are selected to compute your
AIME. For most people, 35 years of earnings
are used. If you haven’t worked 35 years, “zero”
earnings years are added to your record.

4. Your earnings are totaled for this 35-year period
and divided by 420 (the number of months in 35
years) to obtain the average monthly earnings,
or your AIME.
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Calculating

Your Benefit

Step 2:
Primary
Insurance
Amount (PIA):

Note:

Cost of Living

—
FERS

Next, your “Primary Insurance Amount (PIA)” is
calculated.

The AIME is applied to a three-level formula to arrive
at a monthly benefit rate. This rate is called the
Primary Insurance Amount (PIA). The PIA formula for
2001 equals:

90% of the first $561 of the AIME
+ 32% of the AIME between $561 and $3,381
+ 15% of the AIME in excess of $3,381

The results, are added together and rounded down to
the nearest dollar. This is your monthly Social
Security benefit rate based on your full retirement age.

The dollar amounts used in the formula are based on
the trend in national average wages and change every
year. The percentages in the formula remain the
same. Social Security uses the bend point formula
values in effect the year an individual turns age 62.

If the individual applies for benefits later than age 62,
the benefit is calculated using the formula for age 62
and it is increased by the amount of the actual cost of
living adjustments authorized since that time.

Increases: You will be eligible for cost-of-living increases starting
the year you begin receiving benefits. The cost of
living increase for 2001 is 3.5%.
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Reduced
Benefits:

—r
FERS

Note:

Effect of Your
Reduced Benefits
on a Spouse’s
Benefit:

You might not want to wait until your full retirement
age to begin receiving Social Security benefits. You are
eligible for retirement benefits as early as the first full
month that you are age 62, as long as you are fully
insured.

If you retire before your full retirement age, you will
receive a reduced monthly benefit amount. You r
benefit will be reduced by 5/9 of 1% for each of the
first 36 months that you retired prior to your full
retirement age, plus 5/12ths of 1% for each month in
excess of 36. This is a permanent reduction. Your
monthly amount does not increase when you reach
your full retirement age.

You cannot get benefits for the month in which you
reach age 62 unless your birthday is on the 1st or 2nd
of the month.

Receiving a reduced benefit from Social Security
impacts spouses and the benefits that they may
receive. Non-federal spouses can qualify for and
receive a Social Security benefit based on their own
earnings. Spouses may also qualify for a family benefit
based on your Social Security earnings, which equals
up to one-half of your earned SSA benefit. A spouse
who qualifies for both benefits (their own benefit and a
family benefit) would receive whichever benefit amount
is higher, as long as you both are age 62 and not
earning over the Earnings Test amount. Federal
spouses may be subject to the Government Pension
Offset Provisions. [See Government Pension Offset
explanation later in this Module.]
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Reduced
Benefits:

Delaying Receipt
of Benefits:

—
FERS

Retirement
Earnings Test:

How the
Retirement
Earnings Test
Works:

If you wait to receive your Social Security benefit
beyond your normal retirement age, you will receive a
bonus for doing so. You earn “Delayed Retirement
Credits (DRCs)” up to age 70. Your actual benefit will
then be increased by a percentage factor. Contact
your local Social Security office for assistance on how
delayed retirement credits will increase your monthly
Social Security amount.

If you choose to work after you begin collecting Social
Security benefits, you may receive a reduced benefit if
your earnings exceed a specified dollar amount.

Social Security benefits are paid to replace some of the
earnings lost due to retirement, disability, or death.
An earnings test applies to everyone who receives
Social Security retirement or survivors benefits. An
earnings test does not apply to persons age 65° or
older, and persons who receive a Social Security
benefit because they are disabled. Disabled persons
should report all work.

If you work while you are receiving a Social Security
benefit, you must contact Social Security promptly if
you expect to earn over the annual exempt amount.
You should give an estimate of your earnings for the
calendar year (or fiscal year if you use one). If you
later find you will earn more or less than you
estimated, you should contact Social Security again to
change your estimate.

*As of January 2000, the Retirement Earnings Test has been eliminated for individuals
who are age 65-69. It remains in effect for individuals who are age 62-64. A modified test
applies for the year an individual reaches age 65.
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Retirement
Earnings Test:

How the
Retirement
Earnings Test
Works:

—
FERS

Annual exempt amounts for 2001 are:
1. Under age 65: $10,680 per year

In 2001, if an individual works and earns over the
annual earnings limit, $1 in benefits will be withheld
for every $2 in earnings above the annual limit.

2. Year of turning age 65: $25,000 per year

The earnings limit only applies to wages earned for the
months prior to reaching age 65. In 2001, for
individuals who earn over the annual earnings limit,
$1 in benefits will be withheld for every $3 in earnings
above the limit. There is no limit on earnings
beginning the month in which an individual turns age
65.

You must file an annual report of earnings by April
15" of the year following any year you earned above
the annual exempt amount. You may have to repay
benefits if you have underestimated your earnings. A
penalty may be assessed if you do not file the report
timely. This report is filed in addition to your Federal
income tax return.

If your earnings are more than the annual exempt
amount in the year you become age 65, you must file
an annual report for that year. Excess earnings you
have in or after the month you reach age 65 will not
affect your monthly benefit amount.
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Retirement
Earnings Test:

The Year Your

Benefits Begin: A special rule allows people who retire during a
particular year to receive benefits for the rest of that
year no matter what they earned before retiring. You
can be paid for any month your wages do not exceed
the monthly exempt amount, and you do not
perform substantial services in self-employment.

—
FERS

Monthly exempt amounts for 2001 are:
3. Under age 65 - $890.00 per month

If you work as an employee, the controlling factor is
when you earn the money, not when the wages are
paid. If you are self-employed, the main consideration
is whether you are active in the business. More than
45 hours per month are generally considered
substantial services. Work performed less than 15
hours a month is not considered substantial. Work
you perform as a self-employed person between 15
hours and 45 hours must be considered substantial if
you are involved in management or a highly skilled

occupation.
Remember:
. Total family benefits may be affected by the
workers’s earnings.
. Earnings of other family members will affect only
their own benefit.
. Count total yearly earnings, including all wages
and self-employment income.
. Count gross wages and not just take-home pay.
. Wages count, even if they are not covered by
Social Security.
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Retirement
Earnings Test: FERS

Wages: Wages may include bonuses, commissions, fees, vacation
pay or pay in lieu of vacation, cash tips of $20 or more a
month, severance pay, and certain non-cash compensation,
such as meals or living quarters.

The following types of earnings do not count as income:

Investment income,

Interest,

Social Security or Veterans Administration benefits,
Annuities, and Company or Government Pensions,
Capital gains,

Gifts or inheritances,

Rental income (unless you are a real estate dealer or
you both rent a farm to someone and materially
participate in the production or the management of
production of farm commodities),

Royalties,

Income from trust funds,

Sick pay after the 6th full month you last worked or
were paid after your employment terminated,
Moving expenses,

Travel expenses,

Pay from jury duty.

oo odod

oD dod

Other rules may apply to wages and self-employment
income.

For more information, visit or write any Social Security
office, or phone the toll-free number at 1-800-772-1213.
You can speak to a teleservice representative weekdays
during normal business hours, 7:00 a.m. - 7:00 p.m. You
can also visit their web site at www.ssa.gov.

Note: Because most calls from current beneficiaries occur
the first week of the month and on Mondays of other
weeks, your call will be handled more promptly if you
call at other times during the month. If your business
is urgent, however, call right away. Early in the
morning and late in the afternoon are also the best
times to call. The Social Security Administration

Module 7
© Graduate School, USDA 2001 136



Social Security & Medicare

treats each call confidentially.

Calculating

Family Benefits: The following chart illustrates the amount of benefits
that eligible family members may receive (based on the
earned benefit of the Social Security “worker”):

Spouse (Full Retirement Age): 50%

Spouse (Age 62): 31.5% - 37.5%
(% depends on
spouse’s FRA)

Spouse (Any age) Caring for
Eligible Child
Under Age 16: 50%

Eligible Child 50%
* unmarried
* under age 18, or
* under age 19, if still
in high school
* any age if disabled before age 22

Former Spouse

Benefits: Former spouses may also be entitled to Social Security
family benefits if they meet the eligibility requirements.
For a former spouse to qualify, the worker must have
enough credits to qualify for benefits and be age 62 or

™ older. To be entitled to Social Security family benefits,
FERS a divorced spouse must be age 62 or older; and,:
. have been married to the worker for at least10
years;
. not have remarried prior to age 60.

The divorced spouse can receive benefits regardless of
whether or not the worker has filed for benefits, if the
divorce has been in effect for 2 years.
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Calculating
Family Benefits:

Former Spouse
Benefits:

—
FERS

Maximum Family
Benefit (MFB):

Note:

Benefits payable to a divorced spouse do not affect the
worker’s entitlement to benefits or the amount of
benefits s/he is entitled to.

L Benefits will be the same as if s/he were a
current spouse;

° The former spouse receives full benefits at
his/her full retirement age;

° The former spouse receives reduced benefits at
age 62.

The maximum benefit payable to a worker, spouse,
and an eligible child/children are subject to the
“Maximum Family Benefit (MFB) Formula” which is
based on the worker’s PIA.

The maximum benefit generally varies from 150%-
185% of the PIA. For disabled workers, the maximum
is the smaller of:

° 85% of the worker’s AIME (or 100% of the PIA if
higher); or,

L 150% of the PIA

The maximum family benefit is higher for retirement
and survivor cases than for disability cases. Each
family member’s benefit will be reduced
proportionately to bring the total within the limit of the
maximum benefit that is payable. The primary
worker’s benefit is not reduced.

A divorced spouse’s benefits are not included in
figuring the MFB, unless s/he qualifies because of
caring for an eligible child.
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Survivor
Benefits:

—
FERS

Upon the death of the Social Security worker, a lump sum
benefit of $255 is payable to a spouse who was living with
the deceased at the time of death, or to a dependent child
entitled to receive Social Security.

Refer to the table below to determine the amount of survivor
benefits payable to eligible family members:

Category

% of PIA*

Surviving Spouse/
Former Spouse

* age 60 - up to FRA

* Full retirement age

Disabled Surviving
Spouse

* age 50-39

Surviving Spouse/Ex-
Spouse w/children
under 16 in his/her
care

Eligible Child

Dependent Parent

Two Dependent Parents

About 71 % - 94 %
100 %

71.5 %

75 %

82.5 %

75 % (each)
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Social Security & Medicare

Social Security
Disability Benefits:

Eligibility: To qualify for Social Security disability benefits, the
worker must:
* be severely physically or mentally impaired so
o that the impairment prevents any substantial
FERS gainful activity. The disability must be expected
e —— to last at least 12 months or result in death.

have a certain number of quarters (or credits) of

coverage at the time the worker becomes
disabled.

In addition, the worker must have earned a specific
number of quarters (or credits) of coverage within
recent years. If you become disabled before you are 24
years old, you need credit for 1-1/2 years of work in
the 3 years prior to becoming disabled.

Between ages 24-31, you need credit for half the time
elapsing before your 21st birthday and the time you
became disabled.

If you become disabled at age 31 or older, in addition to
needing the quarters of coverage based on the above
rule, you need credit for at least 5 years of work out of
the 10- year period before the start of the disability.

Medicare: P. L. 97-248 extended Medicare hospital benefits to
government workers retiring in 1983, or later. All
Federal employees will be eligible for Medicare coverage
at AGE 65 as long as they were actively working after
1/1/83, when Medicare coverage became mandatory for
Federal employees, or as long as they have 40 Social
Security Medicare quarters. The 1.45% tax deducted
from an employee’s earnings is discontinued upon
retirement.

Module 7
© Graduate School, USDA 2001 140



Social Security & Medicare

Medicare: Medicare has two parts:

Part A:

—r
FERS

Part B:

Note:

Medicare Enrollment:

Note:

Hospital Insurance (HI). This coverage provides
HOSPITAL care (Retirees do not pay premiums).

The deductible for 2001 is $792.00 per event.

Medical Insurance (MI). This coverage helps to
pay for MEDICAL (outpatient) care and certain
medical services not covered by hospital
insurance.

The monthly insurance premium for 2001 is
$50.00

The deductible is $100.00 per year.

Effective 1/1/94, and thereafter, the Hospital
Insurance portion of the tax, (the 1.45%) is
calculated based on unlimited earnings.

If you have retired and you plan to receive
Medicare Part B coverage, you should enroll
during the initial enrollment period. This is a 7-
month window for enrollment around an
individual’s 65™ birthday (3 months before and 3
months after the month in which an individual
turns age 65). If you do not enroll during this 7-
month period, you will have to wait to enroll
during the next general enrollment period.

General enrollments are held from January 1
through March 31 of each year, and Part B
coverage will begin the following July.

If you have retired and you wait to enroll in Part
B beyond your 7-month enrollment window,
your Part B premiums will be higher. If you wait
12 months or more to enroll, your premiums for
Part B will increase by 10% for each 12 months
that you could have enrolled, but did not.
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Medicare: If you retire after age 65, you will still have an 8-month
window to enroll in Part B once your employment
ends.

In 1999, Medicare introduced new programs to offer
individuals more choices in coverage. The types of

¢ . . . .
FERS Medicare options® available include:

Traditional Medicare

Medicare HMO'’s

Medicare PPO’s

Medicare Provider-Sponsored Organizations
Medicare Medical Savings Accounts

To find out more about these programs, you can
request a copy of Medicare & You from the Social
Security Administration or the Health Care Financing
Administration (HCFA), or you can visit their web site
at www.hcfa.gov.

Social Security
Tips: Review your wage record every 3 years.

File for benefits 3 months before your retirement date,
if over age 62 at retirement (or the date you want your
benefits to begin). You can file by telephone,
appointment, by visiting your local Social Security
office, or by filing an application on Social Security’s
web site at www.ssa.gov.

Social Security can provide you with an estimate of
what your benefit would be if you are age 60 or older.
They will also furnish a benefit estimate if you have
already met your 40 quarters of coverage.

When you file, remember to include:

Social Security number

Proof of age

Marriage certificate(if applicable)
W-2 forms for the last 2 years

*Individuals need to determine whether the different Medicare options are offered in their
geographic area.
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—
FERS

Social Security

Tips:

Appeal Rights: If you are denied benefits by the Social Security
Administration, you have the right to appeal the
decision by filing the following progressive appeals.

. Reconsideration

. Administrative law judge
. Appeal counsel

. Federal district court

For More

Information: To receive more information on Social Security and
Medicare benefits, you can contact Social Security at
1-800-772-1213. Or you can visit their local office or
their web site at www.ssa.gov.
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Social Security

A
Questions: FERS

Questions/Comments Answers

10.

11.
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Taxes

Module 8: Income Tax
Considerations

Objectives:

° Explain how basic tax rules apply to FERS
benefits received by retired federal employees or
their survivors;

° Explain how TSP payments are taxed;
F—E"R—s ° Describe how Social Security benefits are taxed;
° Identify sources of information to assist you with

tax questions.
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Taxes

Tax Computation
On Retirement
Benefits:

IRS Publication
721:

—r
FERS

Simplified
General Rule:

“How much will my monthly annuity check be
reduced as a result of Federal income taxes?”

The information in this module was excerpted from IRS
Publication 721, “Tax Guide to U.S. Civil Service
Retirement Benefits.” The Graduate School, USDA, does
not provide official advice on income tax liability. Thus,
before preparing your income tax return, we suggest that
you review Publication 721 and/or consult a tax
accountant.

You can receive a copy of IRS Publication 721 by
calling 1-800-TAX FORM.

Additionally, you can download the publication from
the IRS web site at www.irs.ustreas.gov.

IRS Publication 721, “Tax Guide to U.S. Civil Service
Retirement Benefits,” explains how the Federal income
tax rules apply to the benefits that retired Federal
employees and survivors receive under the Civil Service
Retirement Act.

Refer to the example of the Simplified General Rule on
the following page.
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Simplified General Rule:

FERS Simplified Method Worksheet Example:

1. Enter total annuity received

this year: $12,000
2. Enter total cost in the plan at the

annuity starting date: $24,700
3. Enter the appropriate number

from Table 1 (assume retiree is age 55): 360
4. Divide line 2 by line 3 and round

to 2 decimal places: $ 68.61
S. Multiply line 4 by the number of

months for which this year’s

payments were made: $823.32
0. Enter any amounts previously

recovered tax free for prior years: $0
7. Subtract line 6 from line 2: $24,700
8. Enter smaller of line 5 or line 7: $ 823.32
9. Taxable annuity for the year.

Subtract line 8 from line 1: $11,176.68

Enter the result on the appropriate

tax form (1040 or 1040A)
10.  Add lines 6 and 8: $823.32
11. Balance of cost to be recovered.

Subtract line 10 from line 2: $23,876.68

Source: IRS Publication 721

Note: Tables 1 and 2 are on the next page.
pag o
Tables: @
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Table 1 for Line 3 on the Simplified Method Worksheet:
Age at Start: Enter:
If the age at For annuities which
annuity starting begin after 11/18/96,
date was... enter on Line 3...
55 and under 360
56 - 60 310
61 - 65 260
66 - 70 210
71 and over 160

— |

Table 2 for Line 3 of the Simplified Method Worksheet
(If you have elected a survivor annuity for a spouse)

If the combined ages at

starting date were... Then enter on line 3...
110 and under 410
111-120 360
121-130 310
131-140 260
141 or older 210
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Simplified General Rule:

—
FERS

10.

11.

Couple’s Benefits Example:

Total annuity received this year:

Enter your cost in the plan at
the annuity starting date:

Enter the appropriate number from

Table 2 (payments are for your life

and that of your beneficiary) Assume you
and your spouse’s combined ages are 110:
Divide the amount on line 2 by the
number on line 3 and round to 2

decimal places:

Multiply line 4 by the number of months
for which this year’s payments were made:

Enter any amounts tax free for prior year:
Subtract from line 6 from line 2:

Enter smaller of line 5 or line 7:

Taxable annuity for the year. Subtract
line 8 from line 1(Enter this amount

to the total for the appropriate tax form):

Add lines 6 and 8:

Balance of cost to be recovered.
Subtract line 10 from line 2:

$15,000

$36,000

410

$ 87.80

$ 1,053.60
$0
$36,000

$ 1,053.60

$13,946.40

$ 1,053.60

$34,976.40

V===

Source: IRS Publication 721
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Simplified General

Rule:

Notes:

—
FERS

Reminder:

Determining
the Number

of Payments:

These examples assume a full year of receiving retirement
benefits. If you retire during the year, you would use only
the number of months during which you were an annuitant
in making the computation in line S for the first year of
retirement. Thereafter, 12 times the monthly rate obtained
in step four will be subtracted from the total annuity shown
on your CSA-1099R each year, and the balance will be
taxable.

You may have potentially taxable income from other sources
of income and adjustments to your gross income. You
should review your overall tax plan carefully to identify and
resolve tax payment issues. Plan ahead, and use financial
and tax resources available to you. Do not hesitate to
consult an expert.

To determine your number of payments, use your age at the
birthday preceding your annuity starting date.

If the individual in the previous example died before
receiving the proper number of monthly checks, and left a
spouse or someone else entitled to a survivor annuity, the
survivor will be able to use the same monthly amount when
reporting taxable survivor annuity for tax purposes, until the
total contributions have been recovered.

On the other hand, if the survivor lives beyond the time frame
in which you receive the proper number of checks or when the
total retirement contributions are recovered, the full annuity
will be taxable. If death occurs before the total number of
months is up, and no one is entitled to a survivor annuity, the
unrecovered portion can be an itemized deduction in the year
of the annuitant’s death, if complete records of amounts
recovered and balance to be recovered have been kept. Neither
OPM nor the IRS will compute this for your heirs.

Module 8

© Graduate School, USDA 2001 150



Taxes

Simplified General
Rule:

Federal Income
Tax Withholding: When you retire, OPM will forward a W-4P-A*, Election
of Federal Income Tax Withholding Form, to you, along
with instructions for completing the form. The form
enables you to elect NOT to have tax withheld OR to
have tax withheld based on the number of exemptions
FERS which you indicate. During January of each year, OPM
- will mail a Form CSA-1099R, Statement of Annuity Paid,
to be used when filing Federal Income Tax returns. This
form, basically, is your W-2 form.

State Income
Tax Withholding: Generally, your annuity will also be subject to state
income taxes, depending upon your state of residence.

Some states have made arrangements with OPM to
withhold state income taxes from annuities paid to their
residents.

To find out whether your state participates in the state
tax withholding program, you should contact your state's
Office of Taxation. If your state participates in the
program, you must contact OPM to make arrangements
to have state taxes withheld from your annuity. You
must request OPM to withhold a specific dollar amount
for state tax purposes. You can only contact OPM
regarding state tax withholdings once you have received
your CSA number.

If your state does not participate in the state tax
withholding program, the Office of Taxation may be able
to tell you if it plans to participate in the program with
OPM at a future date.
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Taxation on
TSP Annuity
Payments:

—
FERS

Note:

The money in your TSP account was contributed on a
tax-deferred basis, and all earnings in your account were
tax-deferred as well. Therefore, your TSP annuity
payments will be taxed as ordinary income in the years
that you receive them.

TSP withdrawals won’t be subject to the IRS early
withdrawal penalty in the following situations:

° You receive your account balance in monthly
payments based on life expectancy;

° You retire on disability;

o You separate from service during or after the
calendar year in which you reach age 55.

When you separate from service, be sure to obtain
from your agency the following booklets & pamphlets:

a “Important Tax Information About Payments From
Your Thrift Savings Plan Account”

a the pamphlet, “Withdrawing Your TSP Account,”
(April, 1998) and

d IRS Publication 721

You can also obtain the TSP information from their
web site at www.tsp.gov.

Do not complete the TSP-70 until you have decided
how you wish to withdraw your TSP account balance.
You can delay withdrawing your money up to age 70-
1/2.
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Taxation of
Social Security

Benefits: Some retirees who also receive Social Security benefits
may have to pay taxes on their benefits. If you have
substantial income in addition to your Social Security
benefits, your benefits may be affected as follows:

If you file as a single taxpayer, and:

F_E’ﬁ 4 Your combined income (yours and your spouse’s

— adjusted gross income) is between $25,000 -
$34,000, you may have to pay taxes on 50% of
your Social Security benefit.

1 If your combined income is above $34,000, up to
85% of your Social Security benefits may be
taxable.

If you file a joint tax return:

a You may have to pay taxes on 50% of your
benefits if you and your spouse have a combined
income that is between $32,000 - $44,000. If your
combined income is more than $44,000, up to
85% of your Social Security benefits is taxable.

For more information about how your Social Security
benefits may be taxed, refer to Publication 554, “Tax
Information for Older Americans.” This publication can
be obtained by calling the IRS, or visiting their web site
at www.irs.ustreas.gov.

Social Security

Benefits Statement: n When you begin receiving Social Security benefits, each
year at the end of January, you will get a form, “SOCIAL
SECURITY BENEFITS STATEMENT” (Form SSA 1099) in
the mail. The SSA 1099 will show the amount of SSA
benefits you received during the previous year.
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Taxes

Taxation of
Social Security
Benefits:

Social Security

Benefits Statement: Read the explanation on the form carefully. If you have
any questions, you can call Social Security at the toll
free telephone number shown on the form.

The information on the form will go to the Internal
Revenue Service (IRS). The IRS provides instructions on
FERS how to calculate taxes. Visit or call an IRS office at 1-
_——— 800-TAX-FORM, or visit their web site, to assist you with
tax questions and other tax information.

You can call 1-800-829-3676 (TAX-FORM)to order tax
forms.

Module 8
© Graduate School, USDA 2001 154



Taxes

Tax

Questions:

—
FERS

Questions/Comments

Answers

10.

11.
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Thrift Savings Plan Overview

Module 9: Thrift Savings Plan
Participation and
Withdrawal Options

Objectives:
F_E’ﬁ a. Define Thrift Savings Plan (TSP) participation
—— requirements.
b. Understand the various investment fund
options within the TSP.
c. Identify the TSP withdrawal options.
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Thrift Savings
Plan (TSP):

—r
FERS

Contribution
Rules:

“Are you participating in the (TSP)?”

The TSP is a special tax deferred savings and investment
program for Federal employees which is similar to the
“401(k)” plans available in private industry. The Federal
Retirement Thrift Investment Board, an independent
Government agency, administers the TSP. The
legislation providing for the Thrift Savings Plan is
included in the Federal Employees Retirement System
(FERS) law.

The Government will automatically contribute 1% of a
FERS employee’s basic pay to establish a TSP account.
FERS employees who contribute to the TSP can receive
up to 4% more in agency matching contributions, for a
maximum government contribution of 5%, depending
upon the amount of the employee's contribution. (See
table on the following page.) FERS employees may
contribute up to 10% of pay not to exceed the IRS limit
($10,500 for 2001).
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Contribution

Rules:

—r
FERS

If a FERS Employee Government will Contribute:
Contributes: (Includes 1% Automatic
Contribution)

0% 1%
1% 2%
2% 3%
3% 4%
4% 4.5%
5% 5%

6-10% 5%

FERS participants are always vested in their own contributions
and the earnings on their contributions.

In addition, FERS participants are always vested in the matching
contributions their agencies make, as well as the earnings on the
matching contributions. Most FERS employees become vested in
their Agency Automatic (1%) Contributions after completing three
years of Federal civilian service. A FERS employee who leaves
Government service before satisfying the vesting requirement for the
Agency Automatic (1%) Contributions forfeits these contributions and
the earnings on them to the TSP. If an employee dies before
separating, all amounts in the TSP account will be vested
automatically.
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Investment
Funds:

—
FERS

*Note:

TSP
Open Season:

Interfund
Transfers:

FERS participants can invest any portion of their
accounts in three TSP investment Funds:

o G Fund - Government Securities Fund

. F Fund - Fixed Income Index Investment Fund

o C Fund - Common Stock Index Investment
Fund

. I Fund - International Stock Index Investment
Fund*

. S Fund - Small Capitalization Stock Index Fund*

The two new funds that Congress authorized in 1997,
will be available for participation in May 2001. See your
“Retirement Planning Guide” for more information on the
various TSP funds.

There are two "Open Seasons" each year during which
employees may start contributing or change the amounts
of contributions to the Thrift Savings Plan.

When TSP’s new record keeping system becomes
operational in 2001, the Open Season periods will run
from April 15 - June 30, and from October 15 -
December 31of each year. The months of June and
December are the election periods.

An Interfund transfer is the movement of some or all of
your existing TSP account balance among the different
funds. All TSP participants may make an interfund
transfer during any month without an annual limit.
Interfund transfers submitted to Thrift Savings Board by
the 15™ of the month, become effective on the last day of
the month.
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Interfund
Transfers:

—
FERS

In-Service
Withdrawal
Options:

Currently, participants can make an interfund transfer
using one of two methods:

. By submitting the TSP-30 (Interfund Transfer
Request) to the TSP Service Office; or,

. By using the ThriftLine (1-504-255-8777).

When TSP’s new record keeping system is operational in
2001, TSP participants will be able to make interfund
transfers on a daily basis. In addition, participants will
be encouraged to make interfund transfers using TSP’s
web site (www.tsp.gov).

In-Service withdrawal options became available in1997.
Federal employees who are currently working for the
Government have an opportunity to make in-service
withdrawals from their TSP account. This program
includes two types of withdrawal options:

. Financial hardship withdrawals; and,
. An age-based (age 59 '2), one-time lump sum
withdrawal.

For financial hardship withdrawals, employees can
withdraw all or any portion of the vested TSP account
balance. To make this withdrawal, you would need to
complete Form TSP-76 (Financial Hardship Withdrawal
Package).

For age-based withdrawals, employees who are 59 ' or
older can withdraw any portion of their vested TSP
account balance. To make this withdrawal, you must
complete Form TSP-75 (Age-Based In-Service Withdrawal
Request). All or part of the withdrawal can be rolled over
to an eligible account.
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Thrift Savings Plan Overview

In-Service
Withdrawal
Options:

General Notes:

—
FERS

TSP Loan
Program:

For in-service withdrawals, a TSP participant
permanently depletes the account of the amount
withdrawn;

Participants cannot repay the money or convert it to a
loan;

In-service withdrawals are subject to income taxes for
the year in which the withdrawal is received,;

Currently, withdrawals are disbursed once a month.
The disbursement month depends on when the forms
and other information is received;

A qualifying court order will prevent an in-service
withdrawal.

TSP also has a loan program available for current Federal
employees that allows them to borrow their own
contributions, plus the earnings on such contributions.
There are two types of TSP loans:

1)

2)

General purpose loans can be obtained for any
purpose. The repayment period for general purpose
loans is from one to four years. Documentation to
support the request for a general purpose loan is not
required.

Residential loans can be obtained for the purpose of
purchasing a primary residence. The repayment
period for residential loans is from one to fifteen years.
Documentation to support requests for residential
loans is required.
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TSP Loan
Program:

—
FERS

Court Orders:

To borrow money from the TSP, employees must have at least
$1000 of their own contributions and earnings in the TSP in
order to apply for a loan. The minimum loan amount is $1000
and the maximum loan amount $50,000. The loan must be
repaid through payroll deductions. Repayment, including
interest, is credited to the employee's TSP account.

Repayment of the loan must be spread over at least one year,
but not more than four years, unless the loan is for the
purchase of a primary residence, in which case the loan
repayment period is up to 15 years. You can repay the loan in
full before the end of the repayment period without penalty.

Loans which are unpaid at the time of retirement or separation
from Federal service may be considered early withdrawals
under IRS rules. TSP will declare a taxable distribution on the
amount of the unpaid loan balance. The distribution will be
subject to income tax for the year in which it is declared, and
you may also be subject to the 10% early withdrawal penalty.

Partial payments on residential loans are not permitted.
Interest on residential loans cannot be used as a tax deduction
since you are paying yourself back. Visit TSP’s web site:
www.tsp.gov for more information if you are considering a loan.

TSP must honor qualifying court orders. If a court order is
on file and a participant’s account is “frozen,” TSP cannot
approve or disburse a loan.

Loans &

Spousal

Requirements: If you are applying for a TSP loan, the chart on the following
page summarizes the TSP spousal requirements and the
exceptions to these requirements.
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TSP Loan
Program:
Retirement : c
System Requirement Exceptions
Spouse must give Whereabouts unknown
FERS written consent to the | or exceptional
loan. circumstances
TSP Withdrawal
Options: “What are my TSP withdrawal options?”

When you retire or separate from Federal service, you
have five options to consider for withdrawing your TSP
vested account balance. You can either elect to receive
TSP benefits immediately, or you can defer receiving
your benefits to a later date. The five options are:

— .
FERS

Leave the money in the account (pending a later
withdrawal election).

Receive your account in a single payment.

Roll the money over into some other retirement-
eligible investment fund.

Receive the account in a series of monthly
payments.

Have TSP buy an annuity for you.

You will want to consider these options carefully to
determine which one is right for you.
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TSP Withdrawals
When Leaving
Federal Service:

Leave the Money
in the TSP:

—
FERS

If Your Account
Balance is under
$3,500:

To elect one of the withdrawal options, you will need to
complete Form TSP-70, Withdrawal Request or Form
TSP-70-T, Transfer Information (if appropriate).

As a separated participant in the TSP, you can elect to
keep your account in the TSP. You do not need to
submit any election forms until you are ready to make a
withdrawal. If you choose to leave your money in the
TSP fund, the money may be left in the plan until April
1% of the year following the year in which:

° You reach age 70 'z ; or,
° You separate from Federal service.

If a withdrawal choice has not been made by the
deadline, the Thrift Savings Board is required by law to
purchase an annuity for the individual.

If a person leaves Federal service and is 70 "2 years of
age or older, s/he will be required by the IRS to receive
an amount each year that meets certain minimum
distribution requirements, similar to an IRA distribution.
The TSP makes these minimum distributions
automatically.

Under all listed withdrawal options, if the vested account
balance is $3500 or less (regardless of eligibility for
retirement), the account balance will be paid to you
automatically in a single payment. This is called an
"automatic cash out." The TSP will notify you before the
payment is made and will give you the opportunity to
choose another withdrawal option or elect to leave the
money in the TSP for withdrawal at a later date. Such
payments will be subject to the same taxes as other cash
payments from the TSP.
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TSP Withdrawals
When Leaving
Federal Service:

Single Payment

Option: If you elect a single payment option, you will be
subject to a 20% Federal tax withholding; 80% will be
mailed to you.

Under IRS regulations, you will have 60 days from
date of receipt of your payment to reinvest the amount
received in an IRA or other eligible retirement plan to
avoid tax penalties. The 20% mandatory tax
withholding will still apply.

FERS If you separate or retire from Federal service before the

- year in which you reach age 55 and you withdraw
your account balance in a single payment, you will be
subject to the 10% IRS penalty for early withdrawal on
all payments you receive prior to age 59 Y. This
penalty does not apply, however, if your separation is
based on a disability retirement.

The TSP must report all payments made to you to the
IRS. By January 31 of the year following the receipt
of payment from your account, TSP will send you a
Form 1099-R.

Transferring the

TSP Account

to an IRA: When you separate from Federal service, you may
request the TSP to transfer all or part of your account
to an IRA account or other eligible retirement plan.

To transfer your TSP account to an IRA or other
eligible retirement plan, both you and the financial
institution that is to receive your money must
complete Form TSP-70-T, Transfer Information. Do
not complete the financial institution’s transfer forms;
TSP cannot accept them. Direct transfers from the
TSP office to another financial institution are not
reported to IRS and are, therefore, not taxed at time of
transfer.
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TSP Withdrawals
When Leaving
Federal Service:

Series of Payments: You may elect to withdraw the account in a series of
equal monthly payments. You can choose among the
following options:

. You can choose the number of monthly
payments you want to receive. The amount of
the monthly payments must be $25 or more;

. You can choose monthly payments in a specific
dollar amount, as long as the amount is at least
$25.00. You will receive payments in the

et e amount that you request until your entire
FERS account balance has been paid to you;

. You can have monthly payments calculated
according to IRS life expectancy Table V (single
life).

If the series of payments is expected to last less than
10 years and is not calculated based on the IRS life
expectancy table, the participant can have the TSP
transfer all or part of each monthly payment to an IRA
or other eligible retirement plan.

Participants cannot change the number or dollar
amount of payments once they have begun; however,
participants can request to receive a final single

payment.

Purchase an

Annuity: You can elect to have TSP purchase a lifetime annuity
for you. An annuity is a monthly benefit paid to you
for life.
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TSP Withdrawals

When Leaving

Federal Service:

Purchase an
Annuity:

—
FERS

In order to purchase an annuity your account balance must
be at least $3,500. If your account balance is less than
$3,500, you can request an annuity with a specific future
date as long as the account is at least $3,500 when the
annuity is purchased.

Annuities are administered by an insurance company that
holds a contract with the Thrift Savings Board. You can
purchase different types of annuities, all of which contain
different features you can select. The three types of
annuities are:

. Single life annuity;
. Joint life annuity with spouse;
. Joint life annuity with other survivor.

Refer to the booklet, Thrift Savings Plan Annuities for more
information about TSP annuities, or visit TSP’s web site at
www.tsp.gov.

Rights of

Spouses: The TSP law gives certain rights to spouses. If you are
married and your vested account balance is more than
$3,500, the spousal rights requirements must be satisfied
before you can withdraw your account.
If you separate from Federal service and are not eligible for
retirement benefits under CSRS or FERS, the law specifies
that spouses and former spouses must be notified, unless
their whereabouts are unknown.
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Rights of
Spouses:

—
FERS

All married participants are required to complete Section IV
of Form TSP-70. This form documents marital status and
provides information about current and former spouses as
applicable. Spouses’ rights for separated TSP participants
who are eligible for retirement benefits under FERS are
summarized in the chart below.

Spousal Rights

Retirement q q
System Requirement Exceptions
Spouse is entitled to Whereabouts
a joint life annuity unknown or
with 50% survivor exceptional
FERS benefits, level circumstances

payments, and no
cash refund feature,
unless s/he waives
this right*

For you to receive a withdrawal option other than an annuity,
your spouse must complete Form TSP-70, Withdrawal Request,
to waive this benefit. For you to receive an annuity option
other than the required annuity, your spouse must complete
Form TSP-11-C, Spouse Information and Waiver, to waive the
required annuity.
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Rights of
Spouses:

—
FERS

TSP & Court
Orders:

Under certain circumstances, the exceptions may be
made to the spouse’s right to a survivor annuity
(FERS).

If the whereabouts of your spouse are unknown, or if
there are exceptional circumstances (applicable to FERS
employees only) that make it inappropriate for you to
obtain your spouse’s signature, you may apply for an
exception to the spouse waiver and notice requirements.
To apply for a waiver, Form TSP-16, Exception to
Spousal Requirements, must be submitted to the TSP
Service Office at the address on the form. In addition to
Form TSP-16, required documentation supporting your
claim must also be submitted.

TSP must honor qualifying court orders which award all
or part of a TSP account to a former spouse. If TSP
determines that a court order is valid and applies to your
TSP account, TSP will comply with the court order before
it can process your withdrawal. A participant cannot
make a decision concerning his/her account that will
conflict with a qualifying court order obtained by a
spouse or former spouse.
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TSP’s New
Record Keeping

System: TSP expects to have a new record keeping system
operational sometime in 2001. Listed below is a brief
summary of how the new record keeping system will
impact your TSP account.

—
FERS

Your Key

TSP will be a daily-valued system, which means
that loans, withdrawals, contribution allocations
and interfund transfers will be processed every
business day;

TSP will be a unit-based system, which means
that investments in each of the funds will be
stated in unites, rather than dollar amounts;

TSP participants will be required to make all
investment decisions by filing requests directly
with TSP. Participants will be encouraged to
make all investment decisions by using the web
site or the ThriftLine;

Participants will be able to make investment
decisions at any time. They will not be restricted
to Open Seasons, and there will be no limit on
the number of allocation changes or interfund
transfers;

Separated participants will have the option to
withdraw a portion of their account balance in a
single payment, and leave the rest in the TSP for
a later withdrawal.

TSP Contact: Your key contact for the Thrift Savings Plan is:

Thrift Savings Plan Service Office
National Finance Center

P.O. Box 61500

New Orleans, LA 70161-1500

Telephone: (504) 255-6000 or
TDD: (504) 255-5113
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Your Key
TSP Contact: Also, visit the TSP web site at: www.tsp.gov.

TSP can answer specific questions you may have about
your account and can send you withdrawal materials
to supplement the Withdrawal Package you get from
your agency when you separate from Federal service.

TSP Forms and

Materials: The forms and information you will need are listed in
the chart below. Most of them are available and can
be downloaded from TSP’s website at www.tsp.gov.

To withdraw your account:

. Form TSP-70, Withdrawal Request (including Form TSP-70-T, Transfer
Information)

. Form TSP-16, Exception to Spousal Requirements

. Withdrawing Your TSP Account (booklet)

. Thrift Savings Plan Annuities (booklet)

. “Important Tax Information About Payment From Your Thrift Savings

Plan Account”

To keep your account information up to date:

. Form TSP-3, Designation of Beneficiary
. Form TSP-9, Change of Address for Separated Participants
. Form TSP-15, Change in Name

For beneficiaries to receive your account:

. Form TSP-17, Application for Account Balance of Deceased Participant
. “Important Tax Information About Thrift Savings Plan Death Benefit
Payments”

Other information:

. “Background Information on Exceptions to Spousal Requirements”
. “Information About Your Thrift Saving Plan Required Minimum
Distribution”
. “Tax Treatment of Thrift Savings Plan Payments Made Under Qualifying
Orders”
. Information About Court Orders (booklet)
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Tips for Successful
TSP Withdrawals:

—
FERS

You can get all of the TSP forms listed in the
previous chart from your agency personnel office
before you separate from Federal service. After
you leave Federal service, you will need to
contact the TSP Service Office to get the forms,
or you can download them from TSP’s website.

Obtain the TSP booklet entitled
“Withdrawing Your TSP Account” from
your agency personnel office or by
downloading it from the TSP web site at
www.tsp.gov

Read the Withdrawal Booklet and the tax
notice your agency gives you when you
separate.

Your separation is automatically
documented for you when you leave
Federal service. It can’t hurt, however, to
follow-up with your agency and the Thrift
Savings Board to be sure.

If you have a TSP loan, repay it, or a
taxable distribution to you will be declared
before your withdrawal can be processed.

Check your withdrawal forms before you
mail them to make sure they are correct
and complete — including a signature and
date.

Make a copy of your withdrawal forms for
your records.

Notify the TSP Service Office in writing
immediately if there is any change in your
address.
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Projecting Your TSP
Account Balance:

—
FERS

“How can I estimate my TSP account
balance?”

The size of your account balance depends on
how much you (and your agency, if you are a
FERS employee) have contributed to your
account. Your account balance also depends on
how it has grown as a result of earnings on your
investments.

You should be aware that future inflation may
erode the purchasing power of your projected
account balance. However, higher rates of
inflation are often accompanied by higher pay
increases and higher rates of investment return.

To project an estimate of your account balance,
refer to the booklet, “A Summary of the Thrift
Savings Plan for Federal Employees.” This
booklet contains factor tables which will help
you estimate how your account balance will
accumulate.

Also, The TSP web site (www.tsp.gov) has a
“calculator” that allows you to enter a current
account balance, after which it projects the
future growth of your existing account, plus
future contributions.
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TSP

¢
Questions: FERS

Questions/Comments Answers

10.

11.
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Key Terms: Key terms are defined here so that you can use this glossary
as a quick reference guide when searching for definitions.

AIME:

Basic Annuity:

Break in Service:

Civilian Deposit:

COLA.:

AIME stands for “Average Indexed Monthly Earnings,”
which are an individual’s average earnings over his or
her lifetime subject to Social Security during all periods
of employment. An individual’s average earnings
subject to Social Security are a factor in determining
the amount of the monthly benefit.

This is the annual gross amount that you will receive
upon retirement, which is payable at the beginning of
each month. It is based on your total years of
creditable service and your High-3 Average Salary.
There are potential adjustments to basic annuity
amounts.

A break in service is any period of time that you were
not employed by the Federal government for more than
three consecutive days.

A civilian deposit equals the amount of money owed,
plus applicable interest, for periods of service when no
retirement contributions were withheld from pay. (e.g.,
temporary service).

COLA is the acronym for “cost of living adjustment.”
COLA’s for retirees become effective December 1% of
each year. COLA’s are given to CSRS and FERS
retirees to increase the amount of the monthly annuity,
and are also included in Social Security benefits and
survivor benefits.
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Key Terms:
Creditable Service:

CSRS:

CSRS Offset:

Key Terms:

Creditable service is all service that can be used to
determine eligibility for retirement and to determine
service used in the annuity computation. There are
different types of creditable service, including covered
service, refunded service, nondeduction service and
military service.

CSRS is the Civil Service Retirement System, which
was established in 1920. Originally, all Federal
employees hired under a covered position prior to
1/1/84, were covered under this single-benefit system.
Beginning in 1999, employees contributed 7.25%* of
basic pay into this retirement fund to finance
retirement benefits. In January 2000, the CSRS
contributions rate increased to 7.4%. In January
2001, the CSRS contributions rate will revert back to
the pre-1999 amount, which is 7%. Employees
covered under special retirement provisions (e.g., law
enforcement officers, firefighters, congressional
employees, etc.) contribute a higher percentage of base
pay into the retirement fund. They contributed 7.75%
in 1999, and 7.9% in 2000. Their contributions will
revert back to 7.5% in 2001.

CSRS Offset is a version of CSRS which covers
employees who become subject to Social Security taxes
after separating from Federal service after 12/31/83,
and have at least five years of creditable civilian service
under CSRS when they are rehired. CSRS Offset
employees pay OASDI taxes (6.2%) and a reduced
CSRS contribution to the retirement fund. Generally,
CSRS Offset refers to CSRS employees rehired on or
after January 1, 1984, with a break in CSRS coverage
of more than 365 days.

*P. L. 106-346, which was signed by the President on October 23, 2000, reverts the CSRS
and FERS withholding rates for all employees, other than Members of Congress, to those rates
that were in effect before 1999.CSRS employees covered under special retirement provisions
will contribute 7.65% in 2000, and 7.75% in 2001.
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CSRS Rehires:

Deposit Service:

FEGLI:

FEHB:

CSRS rehires are employees who have previous Federal
civilian service and are rehired under a CSRS
appointment with a break in service of less than 365
days.

Deposit Service (or nondeduction service) is service
during which no retirement deductions are withheld
from base pay. CSRS retirees who have periods of
deposit service receive credit for retirement eligibility
regardless of whether they pay a deposit for the service.
If the deposit is not paid, how the deposit service is
credited in the annuity computation depends on when
the deposit service was performed.

Under FERS, to receive service credit for eligibility
purposes and in the computation of the annuity, the
deposit service must have been performed prior to
1/1/89, and a deposit of 1.3%, plus interest, must be
paid.

FEGLI Federal Employees’ Group Life Insurance )
Program. Eligible employees can participate in the
program (or waive FEGLI coverage) and choose
different types of life insurance coverage for themselves
and eligible family members. This coverage can be
continued into retirement if certain eligibility
requirements are met.

FEHB is the Federal Employees Health Benefits )
Program. Eligible employees can participate in the
program. FEHB provides different health benefits
carriers and options for employees and their eligible
family members. This coverage can be continued into
retirement if certain eligibility requirements are met.
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Key Terms:

FERS:

High-3 Average
Salary:

Leave Without Pay
LWOP:

FERS is the Federal Employees Retirement System,
which became effective on January 1, 1987. FERS is
a three part retirement system that includes basic
defined benefits administered by OPM, the Thrift
Savings Plan Investment Board, and the Social
Security Administration. Individuals covered under
FERS pay a small contribution to the retirement fund®,
Social Security taxes (6.2%) and receive an automatic
1% contribution to their Thrift Savings Plan account.
FERS employees can also contribute up to 10% of their
base pay to their TSP account and receive up to 4% in
agency matching contributions.

Generally, all new Federal employees hired on or after
1/1/87 are automatically covered under FERS, unless
the appointment is excluded from FERS coverage.
CSRS employees may elect FERS coverage under
certain conditions.

The high-3 average salary is the average of basic pay

during the consecutive three-year period when basic

pay rates are the highest, usually the last three years
of service during an employee’s career.

LWOP is time taken off from work when an employee
is in a non-pay status.

Length of Service: Length of service is the total amount of all creditable service

Key Terms:

(civilian and military) which can be used to compute the
annuity. For CSRS employees (or FERS employees with a
CSRS component), unused sick leave can be used to increase
the length of service once retirement eligibility is established.

°P. L. 106-346, which was signed by the President on October 23, 2000, reverts the CSRS
and FERS withholding rates for all employees, other than Members of Congress, to those rates
that were in effect before 1999 (.8%). FERS employees contributed 1.05% of base pay to the
retirement fund in 1999, and 1.2% in 2000. FERS employee covered under special provisions

contribute 1/4 % more.
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Minimum
Retirement Age
(MRA):

OPF:

PIA:

Redeposits:

Reemployed
Annuitant:

Refunds:

For FERS employees, this is the minimum age at
which you can voluntarily retire. The MRA is
determined by the year in which you were born.

“OPF” is the acronym that stands for “Official
Personnel Folder.” The OPF contains records of all
actions related to your Federal work history.

The PIA, or Primary Insurance Amount, is a three-
tiered formula used to calculate monthly Social
Security benefits. The dollar amounts in the formula
are adjusted each year as the average wages change.

Redeposits refer to money you pay back into the
retirement fund (plus applicable interest) to cover any
period of covered service that was refunded to you
upon separation from Federal service. Redeposits can
be made only by CSRS employees, or FERS employees
who have a CSRS component. The key factor in
determining whether a redeposit should be made is
when an employee’s period of refunded service ended
(pre or post 10/1/90).

A reemployed annuitant is an individual who retired
under CSRS or FERS, and is subsequently rehired (re-
employed) in a position for which s/he is qualified.
There are several rules that apply to re-employed
annuitants upon their return to Federal service.

A refund is a return of your retirement contributions
made to the retirement fund, including deposits and
redeposits paid, voluntary contributions, and interest
due. Refunds can be taken upon separation from
Federal service of at least 31 days. If an individual is
eligible for an immediate annuity, s/he is not eligible to
take a refund of contributions.
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Key Terms:

Separation:
Service Computation

Date (SCD):

TransFERS:

Thrift Savings
Plan (TSP):

WAE:

A separation is any break in service from Federal
employment for more than 3 consecutive days.

The SCD is used for computing creditable service.
The date is based on when you were first hired by the
Federal government and excludes breaks in service.
You have a separate SCD for “leave” and for retirement
purposes. These dates may or may not be the same.

TransFERS were CSRS and CSRS Offset employees
who elected to transfer to FERS during open seasons
held in 1987, 1988, and 1998, and who had at least
five years of service (CSRS-only or FICA-only) prior to
the transfer. TransFERS will have part of their annuity
computed under CSRS rules.

Currently, CSRS or CSRS Offset employees who are
rehired after a break in service of four or more days
have a six-month opportunity to elect to transfer to
FERS.

The Thrift Savings Plan is a retirement savings plan

specifically created for Federal employees. This is a
defined contribution plan in which both CSRS and
FERS employees can participate. FERS employees also
receive an automatic 1% government contribution and
may receive up to 4% agency matching contributions.

“WAE” is an acronym that stands for “when actually
employed.” When an employee has WAE service, or
intermittent service, s/he usually does not work full-
time and does not have a regularly scheduled tour of
duty. Seasonal work is an example of WAE, or
intermittent service.
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Key Terms:

Workers’ OWCP is a type of compensation received because of
Compensation a work-related injury or disease. OWCP is
(OWCP): administered by the Department of Labor’s Office of

Workers’ Compensation Programs. A
“compensationer” is an individual who is on OWCP’s
rolls and receiving OWCP benefits.
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